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Major  Recommendations 

The  state  controller  review  the  nature  of  moneys  held  by  the 
college  and  prescribe  the  state  treasury  funds  in  which  the 
moneys  are  to  be  deposited.  9 

Transfer  bank  balances  to  appropriate  funds  in  state  treasury 

and  deposit  future  receipts  therein.  9 

Deposit  all  moneys  collected  in  the  state  treasury  promptly 

upon  receipt.  10 

Work  in  conjunction  with  the  land  board  and  Department  of 
Administration  to  establish  an  effective  central  investment 
function.  17 

The  state  controller  obtain  from  the  college  information  related 

to  bonded  indebtedness.  18 

Take  complete  physical  inventory  of  all  fixed  assets,  assign 
identification  numbers,  and  attach  tags  on  stickers  to 
individual  equipment  items.  22 

Adjust  general  ledger  control  accounts  to  agree  with  physical 
count  and  detail  records,  record  future  additions  and 
deletions  on  a  current  basis,  and  periodically  reconcile 
the  detail  records  to  the  control  accounts.  22 

Limit  vacation  allowances  to  administrative  employees  to  the 

statutory  rates.  27 

Evaluate  factors  involved  in  implementing  a  formal  system  of 
documenting  time  expended  by  faculty  on  their  activities  and 
implement  such  a  system.  31 

Convert  the  college  payroll  to  the  central  payroll  system.  33 

Establish  more  precise  regulations  regarding  consulting  fees, 

etc.,  earned  by  college  personnel.  37 

The  State  Board  of  Equalization  establish  a  reporting  procedure 
to  provide  for  disclosure  of  consultation  fees,  etc.,  paid 
to  Eastern  personnel.  40 

Seek  clarification  from  the  attorney  general  concerning  use  of 

excess  student  building  fees.  42 

The  state  controller  establish  an  account  in  the  appropriate 
treasury  fund  to  receive,  hold,  and  disburse  all  moneys 
available  for  general  support  operations  of  the  college.  45 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Deposit  administrative  cost  reimbursements  as  revenue  to 
General  Fund  to  extent  costs  were  included  in  appropriated 
moneys . 
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Collect  administrative  costs  and  allocate  them  on  formulated 

pro  rata  basis.  51 


51 


Eliminate  agency  series  accounts  with  negative  balances  and 
refrain  from  borrowing  from  agency  accounts  without  specific 
approval.  53 

Record  the  $57,313  loan  from  agency  accounts  for  Cisel  Hall 

renovation  as  a  liability  and  consult  with  the  state  controller 

as  to  method  of  repaying  the  loan.  55 

Abolish  the  Discretionary  Account,  reimburse  the  P.E.  Building 
holding  account,  deposit  the  remaining  account  balance  as 
revenue  to  General  Fund,  and  make  future  expenditures  from 
the  appropriate  account  in  the  state  treasury.  61 


Other  Recommendations 

Inventory  all  cash  change  funds,  establish  accountability,  make 
periodic  counts  and  reconciliations,  retain  the  reconciliations, 
and  properly  adjust  the  funds  for  overages  and  shortages.  H 

Cancel  all  checks  outstanding  for  more  than  one  year.  12 

Initiate  procedures  to  insure  that  banks  maintain  sufficient 

pledged  collateral  to  protect  demand  deposits.  13 

Reduce  contingent  revolving  advance  to  a  level  more  appropriate 

to  the  need .  14 

Establish  policy  whereby  moneys  received  by  the  college's  various 
departments,  agencies,  and  auxiliaries  are  deposited  daily  with 
the  central  cashier.  14 

Require  restrictive  endorsement  stamp  on  all  checks  immediately 

upon  receipt  or  require  payment  directly  to  the  business  office.         15 

Assign  duties  of  maintaining  perpetual  inventory  records  to 
someone  other  than  employees  having  physical  control  of 
inventory.  19 
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Compare  physical  counts  of  stores  inventory  to  perpetual  records 

and  make  appropriate  adjustment  of  differences.  20 

Prepare  written  procedures  for  taking  of  physical  counts  of 

stores  inventory.  20 

Prepare  and  post  requisitions  to  the  perpetual  records  for 

all  withdrawals  from  stores  inventory.  20 

Establish  a  value  for  each  fixed  asset  item.  22 

Establish  a  subsidiary  ledger  to  individually  account  for 

each  item.  22 

Take  physical  inventory  of  fixed  assets  periodically  and 

adjust  records  accordingly  with  management  approval.  22 

Account  for  and  report  fixed  assets  by  source  of  financing.  22 

Include  a  statement  of  changes  in  fixed  assets  with  the  annual 

financial  statements.  22 

Revise  procedures  for  processing  academic  employment  contracts.  23 

Delegate  duties  of  receiving  and  distributing  payroll  warrants 
to  an  employee  other  than  the  employee  responsible  for 
initiating  payroll  changes.  24 

Limit  monthly  contributions  for  insurance  benefit  plans  to 

the  amounts  provided  by  law.  25 

Limit  contributions  to  employee  insurance  plans  to  those  plans 

authorized  by  statute.  26 

Require  consulting  fees,  etc.,  earned  by  college  employees  on 

college  time  to  be  deposited  as  college  revenue.  37 

Require  salary  payments  to  employees  who  perform  non-college 

related  work  on  college  time  to  be  reduced.  37 

Specify  in  future  contracts  with  the  president  the  total  salary 

and  perquisites  to  be  provided.  38 

Avoid  contractual  agreements  where  benefits  are  subsidized  by 

students.  39 

Comply  with  federal  tax  withholding  requirements.  40 
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Seek  clarification  from  the  attorney  general  as  to  the  proper 

disposition  of  non-resident  student  building  fees.  43 

Transfer  the  $39,069  balance  of  unused  land  grant  income  to 

the  General  Fund.  46 

Pay  future  maintenance  expenses  from  available  land  grant 

income  prior  to  charging  the  general  fund  appropriation.  46 

Limit  claims  for  payment  from  the  state  treasury  to  goods  and 
services  received  and  payments  in  accordance  with  contract 
provisions.  47 

Recharge  utility  expenses  to  proper  accounts  on  a  current  basis.  51 

Utilize  the  contingent  revolving  account  for  travel  advances.  56 

Require  timely  reimbursement  of  travel  advance  payments  in  excess 

of  expenses.  56 

Follow  a  standard  procedure  for  checking  outstanding  advance 

records  for  terminating  employees.  56 
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MORRIS  L.  BRUSETT.  C.P.A. 

LEGISLATIVE  AUDITOR 


G.  DEAN  REED.  C.P.A. 
DEPUTY  LEGISLATIVE  AUDITOR 


STATE     OF     MONTANA 

STATE  CAPITOL 
HELENA.  MONTANA     59601 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  made  the  initial  audit  by  the  Office  of  the  Legislative  Auditor 
of  various  activities  of  the  three  largest  units  of  the  Montana  University 
System  -  the  University  of  Montana  at  Missoula,  Montana  State  University 
at  Bozeman,  and  Eastern  Montana  College  at  Billings.   This  report  contains 
our  comments  and  recommendations  as  they  relate  primarily  to  Eastern  Montana 
College.   Audit  reports  on  each  of  the  other  two  units  are  being  issued 
separately. 

The  primary  objective  of  audits  conducted  by  the  Legislative  Auditor's 
Office  is  to  make  a  comprehensive  analysis  and  evaluation  of  the  audited 
agency's  activities,  primarily  as  they  affect  state  finances,  and  report  to 
the  Legislative  Assembly  as  to  the  efficiency  and  effectiveness  of  the  agency's 
operation.   The  unusually  large  size  of  the  University  System  compared  to 
other  state  agencies  has  precluded  our  making  comprehensive  audits  at  each 
university  unit.   Instead,  we  have  broadened  our  coverage  of  the  system 
in  many  instances  by  emphasizing  more  work  in  particular  areas  at  each 
unit  than  that  in  the  same  areas  at  the  other  two  units.   Accordingly,  each 
report  may  contain  comments  and  recommendations  not  in  the  other  reports 
even  though  the  comments  and  recommendations  may  be  pertinent  at  the  other 
two  units.   The  same  might  also  be  true  for  the  three  university  units  not 
included  in  our  current  audit  -  Western  Montana  College  at  Dillon,  Northern 
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Montana  College  at  Havre,  and  the  Montana  College  of  Mineral  Science  and 
Technology  at  Butte.  In  order  for  each  university  unit  to  have  the  oppor- 
tunity to  evaluate  the  comments  and  recommendations  in  each  of  the  three 
audit  reports  as  they  relate  to  their  unit,  we  are  forwarding  sufficient 
copies  of  the  reports  to  the  University  System's  executive  secretary  for 
distribution  to  each  university  unit. 

Conversely,  for  several  of  the  more  significant  items  that  have 
university-wide  importance,  the  identical  comments  may  appear  in  each  of 
the  three  audit  reports  with  the  only  changes  being  the  applicable  univer- 
sity unit's  name  or  facts  and  statistics  inserted  where  applicable  to  the 
individual  unit. 

We  have  purposely  directed  our  recommendations  to  Eastern  in  several 
instances  in  this  report  where  we  believe  a  change  in  a  university-wide 
policy,  procedure,  form,  etc.,  may  be  needed.   This  was  done  so  Eastern's 
management  can  take  positive  action  by  presenting  such  recommendations, 
together  with  their  comments,  to  the  Office  of  the  Executive  Secretary 
of  the  University  System  and,  where  applicable,  eventually  to  the  Board 
of  Regents,  for  university-wide  consideration. 

Throughout  this  report,  we  refer  to  Eastern  Montana  College  as  "Eastern" 
or  "the  college;"  the  collective  units  of  the  Montana  University  System  as 
the  "University  System,"  and  the  State  Board  of  Education,  ex  officio  Board 
of  Regents  of  the  Montana  University  System  as  "the  Board  of  Regents"  or 
"the  board." 
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COMMENTS 
GENERAL 

In  1913  the  Legislative  Assembly  combined  the  four  institutions  - 
State  University  at  Missoula,  State  School  of  Mines  at  Butte,  State  Normal 
College  at  Dillon  and  State  College  at  Bozeman  -  into  the  University  of 
Montana.   The  Legislative  Assembly  of  1927  provided  for  the  organization 
of  the  Eastern  Montana  State  Normal  School  at  Billings  as  the  fifth  unit 
of  the  University  of  Montana.   The  college  is  now  one  of  the  six  institu- 
tions of  the  Montana  University  System,  with  Northern  Montana  College  at 
Havre  as  the  sixth  institution,  having  name  changes  in  1949  to  Eastern 
Montana  College  of  Education  and  in  1965  to  Eastern  Montana  College. 

Subject  to  the  Constitution  and  the  Statutes  of  Montana,  Eastern  is 
under  the  general  control  and  supervision  of  the  eleven-member  State  Board 
of  Education,  ex  officio  Board  of  Regents  of  the  Montana  University  System. 
A  local  three-member  executive  board  is  appointed  by  the  governor  for  each 
institution  in  the  system.   Despite  its  name,  this  group  is  merely  advisory 
and  has  only  duties  assigned  to  it  by  the  Board  of  Regents  and  these  duties 
must  be  other  than  financial.   By  statute  the  combined  state  system  of 
higher  education  in  Montana  is  called  "The  Montana  University  System." 
An  executive  office  and  executive  secretary  are  located  in  Helena.   The 
executive  secretary  is  directly  responsible  to  the  Board  of  Regents,  assist- 
ing in  communication  and  coordination  of  policy  expressed  by  the  board  for 
implementation  by  the  presidents  of  the  various  university  units. 

Eastern  has  been  given  authority  to  grant  a  Bachelor  of  Science  in 
Education  degree,  a  baccalaureate  degree  in  secondary  education,  and  a 
Master's  degree  in  elementary  education.   In  addition,  the  college  is 
authorized  to  confer  liberal  arts  degrees,  Bachelor  of  Arts  and  Bachelor 
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of  Science,  in  Biology,  Chemistry,  English,  General  Business,  History, 
Mathematics,  and  Psychology. 

Eastern  has  grown  to  an  institution  of  4,062  students  as  of  September 
1970.   To  operate  this  institution  there  are  369  full-time  and  418  part- 
time  employees.   Of  the  tull-time  employees,  185  constitute  the  instructional 
staff,  37  are  cafeteria,  dining  hall  and  residence  hall  workers  and  others 
engaged  in  auxiliary  activities  such  as  the  bookstore  and  student  union; 
and  147  constitute  the  administrative  staff,  clerical  and  custodial  workers, 
and  non-instructional  employees  engaged  in  organized  research. 

The  college  is  financed  by  state  appropriated  moneys  and  "local" 
auxiliary  enterprises  such  as  the  bookstore,  dormitories  and  student  union. 
Moneys  are  also  received  from  various  other  sources,  i.e.,  student  organi- 
zations, scholarships,  gifts  and  grants.   During  the  year  ended  June  30, 
1970,  Eastern  received  $3,793,517  of  state  appropriated  moneys.   An  addi- 
tional amount  of  approximately  $3,800,000  was  received  and  deposited   in 
the  various  agency  and  auxiliary  accounts. 
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CONTROL  OVER  CASH 
Deposit  of  Moneys 

In  1963,  the  Legislative  Assembly  passed  the  Treasury  Fund  Structure 
Act  (Title  79,  Chapter  4)  with  the  expressed  purpose  .  .  ."to  simplify  the 
accounting  system  and  treasury  fund  structure  of  the  state,  to  make  possible 
the  full  utilization  of  modern  accounting  methods,  to  provide  the  Legislative 
Assembly  with  a  greater  measure  of  control  over  public  moneys,  and  to  enable 
the  financial  records  of  the  state  to  accurately  reflect  governmental  costs 
and  revenues."   To  accomplish  this  purpose,  the  receipts  and  disbursements 
of  all  state  agencies  must  pass  through  the  state  treasury. 

It  has  long  been  the  practice  at  Eastern,  as  well  as  at  other  units 
of  the  Montana  University  System,  to  retain  locally  most  moneys  received 
at  the  college  as  opposed  to  depositing  the  collections  in  the  state  treasury. 
For  example,  during  the  1969-70  fiscal  year  Eastern  deposited  in  the  state 
treasury  less  than  20  percent  of  moneys  collected  by  the  college.   Over 
$3,800,000  collected  by  the  college  during  the  fiscal  year  was  deposited 
in  local  bank  accounts  and  never  passed  through  the  state  treasury.   The 
sources  of  some  of  the  more  significant  amounts  not  passing  through  the 
state  treasury,  as  classified  by  Eastern,  are  as  follows: 

Federal  and  Private  Grants  $   326,000 

Receipts  from  Auxiliary  Operations  1,562,000 

Student  Organizations'  Collections  77,000 

Scholarship  Grants  130,000 

Student  Activity  Fees  211,000 

Educational  Foundation  17,000 

Financial  Aid  Moneys  585,000 

Enterprise  Activities  916,000 
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Basically,  the  only  receipts  that  Eastern  deposits  in  the  state  treasury  are 
student  fees.  These  deposits  for  1969-70  totaled  $843,500,  or  approximately 
18  percent  of  total  college  collections. 

There  are  several  statutory  provisions  that  require  the  deposit  of 
moneys  collected  by  the  college  in  the  state  treasury.   Section  79-601, 
R.C.M.  1947,  provides  that,  with  certain  exceptions,  all  moneys  received  by 
university  units  shall  deposit  daily  all  collections  in  banks  located  in 
the  same  city  as  the  unit,  where  they  are  subject  to  withdrawal  by  the 
state  treasurer.   Section  79-201  provides  in  part  that  among  the  duties 
of  the  state  treasurer  is  "to  receive  and  keep  all  moneys  belonging  to 
the  state  .  .  .  ."   Section  79-210  requires  that  "...  any  and  all  funds 
received  from  the  United  States  Government,  or  any  of  its  agencies,  which 
may  be  available  as  a  grant  to  the  State  of  Montana  under  any  act  of  Congress, 
or  otherwise,  for  any  purpose  whatsoever,  .  .  .  shall  be  deposited  in  the 
proper  fund  in  the  state  treasury." 

Even  more  emphatic  of  the  legislature's  intent  that  all  moneys  col- 
lected by  university  units  should  be  deposited  to  the  appropriate  fund  in 
the  state  treasury  is  the  following  provision  of  House  Bill  No.  599,  Session 
Laws  of  1969: 

"Unless  otherwise  provided  in  this  act,  all  monies  received 
or  collected  from  any  source  whatsoever  by  the  units  named 
in  the  act  shall  be  deposited  in  the  state  treasury  and 
credited  to  the  proper  fund." 

To  further  clarify  the  disparity  between  Eastern's  practices  and  the 

statutes,  we  requested  an  opinion  from  the  attorney  general  as  to  whether 

the  existing  statutes  and  constitutional  provisions  require  the  deposit  into 

the  state  treasury  of  all  moneys  received  or  collected  by  the  units  of  the 
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Montana  University  System.   In  response  to  this  request,  the  attorney  general, 

on  December  1,  1970,  advised  us  that,  in  his  opinion,  the  legislature  intended 

to  require  the  deposit  of  all  moneys  received  or  collected  from  any  source 

whatsoever  in  the  state  treasury,  subject  only  to  certain  exceptions  set 

forth  in  Section  79-603,  R.C.M.  1947,  and  Section  79-601,  R.C.M.  1947. 

Section  79-603,  R.C.M.  1947,  refers  to  these  statutory  exceptions  as  follows: 

"The  state  controller  may,  in  his  discretion,  permit  any 
state  institution  to  retain  in  its  possession,  under  such 
conditions  as  the  controller  may  prescribe,  incomes  from 
dormitories  conducted  by  state  institutions,  and  moneys 
deposited  in  trust  by  students,  members,  inmates,  or  other 
persons  which  may  be  subject  to  refund  to  the  depositors 
on  demand  or  otherwise  .  .  .  ." 

To  date,  Eastern  has  not  sought  the  controller's  approval  to  retain  such 

moneys  collected  by  the  college. 

The  state  treasury  fund  system  provides  the  fund  structure  to  handle 
any  moneys  that  may  come  under  the  control  of  the  university  units.   For 
example,  there  is  the  Federal  and  Private  Revenue  Fund  for  federal  and 
private  grants;  the  Federal  and  Private  Grant  Clearance  Fund  for  federal 
and  private  grants  merely  passing  through  the  units,  such  as  scholarships; 
the  Agency  Fund  for  moneys  the  units  hold  in  trust  subject  to  refund;  the 
Bond  Proceeds  and  Insurance  Clearance  Fund  for  construction  moneys  derived 
from  bond  sales;  and  the  Sinking  Fund  to  account  for  moneys  reserved  for 
bond  principal  and  interest  payments.   The  system  further  provides  for  the 
establishment  of  clearing  accounts  when  needed  for  depositing  receipts 
before  crediting  the  proper  fund. 

It  is  worthy  to  point  out  that  the  deposit  of  all  moneys  in  the  state 
treasury  does  not  mean  that  all  moneys  need  to  be  appropriated  to  make 
disbursements.   Section  79-415  provides  that: 
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"(1)  Moneys  deposited  in  the  general  fund,  the  earmarked 
revenue  fund,  the  revolving  fund,  and  the  federal  and 
private  revenue  fund,  with  the  exception  of  trust  income, 
shall  be  paid  out  of  the  treasury  only  on  appropriation 
made  by  law. 

(2)  Moneys  deposited  in  the  federal  and  private  grant 
clearance  fund,  the  sinking  fund,  the  bond  proceeds  and 
insurance  clearance  fund,  the  trust  and  legacy  fund  and 
the  agency  fund  may  be  paid  out  of  the  treasury  under 
general  laws,  or  contracts  entered  into  in  pursuance 
of  law,  permitting  such  disbursement." 

It  is  recognized  that  there  are  circumstances  where  immediate  cash 
outlays  need  to  be  made  that  cannot  be  processed  quickly  enough  through 
the  claim-warrant  process.  Most  of  the  state  agencies,  including  Eastern, 
with  such  a  need  have  been  provided  cash  advances  from  the  state  treasury 
known  as  "Contingent  Revolving  Accounts."  These  advances  consist  of  set 
sums,  for  which  the  agencies  must  account  for  at  all  times,  from  which 
immediate  payments  can  be  made. 

Use  of  a  central  state  treasury  system  increases  control  over  the 
custody  and  disbursement  of  state  controlled  moneys  and  the  companion 
feature  of  the  system,  centralized  accountability  of  these  moneys,  provides 
the  basis  for  complete  disclosure  as  to  the  nature  of  the  state's  financial 
transactions. 

The  deposit  of  all  state  controlled  moneys  in  the  state  treasury 
provides  the  additional  advantages  of  facilitating  a  central  investment 
function,  negating  the  need  for  each  agency  to  maintain  surveillance  of 
collateral  deposits,  cancelling  long  outstanding  checks  because  the  treasury 
system  automatically  provides  for  this,  permitting  the  transfer  of  moneys 
between  funds  and  agencies  by  a  fund  transfer  document  instead  of  the  more 
costly  means  of  writing  checks,  and  otherwise  expediting  the  handling  of 
bank  account  related  matters. 

Based  upon  the  above  cited  statutes,  legal  opinion,  and  good  business 
practices,  we  believe  that  Eastern  should  deposit  in  the  state  treasury 
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moneys  currently  being  retained  by  the  college  and  future  collections  to 
the  extent  not  specifically  exempted  by  the  state  controller. 

RECOMMENDATION 

We  recommend  that: 

1.  The  state  controller*  review  the  nature  of  the  moneys 
held  by  Eastern  and  prescribe  the  state  treasury  funds 
in  which  these  moneys  are  to  be  deposited. 

2.  Eastern  transfer  the  college's  bank  account  balances 
to  the  appropriate  funds  in  the  state   treasury 3   as 
prescribed  by  the  state  controller  and  deposit  future 
receipts  therein. 

Remittance  of  Student  Fees 

As  indicated  above,  student  fee  collections  totaling  $843,500  for 
1969-70  were  deposited  in  the  state  treasury  during  the  year.   These 
collections  were  originally  deposited  in  a  local  bank  account  and  invested 
by  the  college  for  varying  lengths  of  time  prior  to  deposit  in  the  state 
treasury.   Interest  earnings  on  these  investments  are  retained  at  the 
college  and  used  for  local  purposes.   Most  of  the  interest  income  is  trans- 
ferred to  the  Discretionary  Account,  the  use  of  which  is  discussed  in 
another  section  of  this  report. 

Eastern  has  a  general  policy  of  remitting  student  fee  collections  to 
the  state  treasury  by  the  15th  of  the  month  following  the  month  of  receipt, 
This  policy  is  not  being  adhered  to,  however.   For  example,  collections 
for  the  fall  quarter  1969  received  primarily  in  September  were  not  re- 
mitted until  late  November. 
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As  discussed  under  Llie  preceding  section,  Section  79-306(2),  R.C.M. 
1947,  provides  that  collections  by  the  college  shall  be  deposited  daily 
in  a  Billings  bank  where  they  are  subject  to  withdrawal  by  the  state 
treasurer .   (Emphasis  added.)   In  our  opinion,  student  fee  collections 
should  be  deposited  in  the  state  treasury  promptly  not  only  to  comply  with 
Section  79-306(2)  but  so  the  moneys  can  be  immediately  available  to  pay 
Eastern's  operating  expenses. 

RECOMMENDATION 

Vie  recommend  that  all  moneys  collected  by  Eastern  be  deposited 

to  the  credit  of  the  state  treasury  promptly  upon  their 

receipt. 

Cash  Change  Funds  and  Bank  Accounts 

During  our  audit  of  Eastern's  control  over  cash,  we  noted  that  there 

are  several  cash  change  funds  located  on  the  campus  for  which  accountability 

is  not  established  in  the  accounting  records.   Some  of  the  locations  and 

amounts  of  these  moneys  are  as  follows: 

Security  Department  $   25 

Photocopy  Room  50 

Handicapped  Children's  Center 

(Cash  Purchase  Fund)  35 

Student  Union: 

Information  Desk  $180 

Billiard  Room  180 

Dance  Activities  35 

Movie  Theater  100 

Stamps  115 

Canned  Pop  250 

Other  110            970 
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$1,080 


All  cash  funds  under  Eastern's  control  should  be  recorded  in  the  formal 
accounting  records  to  establish  an  accurate  accountability.   In  addition, 
the  moneys  and  reconciling  documents  should  be  counted  on  a  surprise  basis 
periodically  by  officials  independent  of  the  operation  for  which  the  moneys 
are  being  used  and  the  count  and  reconciliation  reports  filed  with  the 
business  office. 

We  noted  a  few  minor  differences  (both  overages  and  shortages)  between 
the  cash  funds'  accountability  and  the  cash  and  other  reconciling  documents 
actually  on  hand.   These  differences  should  be  periodically  reviewed  by 
responsible  officials  (such  as  the  business  manager) ,  and  upon  proper 
approval,  the  funds  adjusted  to  the  established  accountability  by  depositing 
overages  and  reimbursing  shortages. 

In  addition,  Eastern  had  a  bank  account  at  June  30,  1970,  in  the  amount 
of  $100  that  was  not  recorded  in  the  accounting  records.   This  amount 
represented  the  balance  of  one  of  the  college's  payroll  clearing  accounts. 

RECOMMENDATION 

We  recommend  that  Eastern  take  a  complete  inventory  of  all  cash 
change  funds  under  the  college's  control,   establish  their 
accountability  in  the  formal  accounting  records,   make  periodi- 
cal surprise  counts  and  reconciliations  by  personnel  other  than 
those  having  access   to  the  moneys,   file  and  retain  the  reconcili- 
ation forms  with  the  business  office,   and  adjust  the  funds  for 
overages  and  shortages  after  proper  approval. 

Ji^BS-^JjJig-^l"^'-^^  Checks 

Eastern  is  not  following  any  established  policy  for  cancelling  out- 
standing checks.   Several  of  Eastern's  bank  accounts  contain  checks 
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outstanding  that  date  back  over  one  year.   Checks  which  have  not  been 
presented  for  payment  within  a  reasonable  period  of  time,  a  maximum  of 
one  year,  should  be  cancelled. 

Based  upon  a  recommendation  made  in  a  previous  report  on  the  internal 
control  within  the  Office  of  the  State  Auditor,  all  warrants  processed 
through  the  state  claim-warrant  process  are  automatically  cancelled  within 
one  year.   Upon  implementation  of  our  recommendation  that  Eastern's  cash 
in  bank  accounts  be  transferred  to  the  state  treasury,  future  warrants 
written  on  Eastern's  moneys  that  remain  outstanding  over  one  year  will 
be  properly  cancelled.   Until  that  time,  we  believe  Eastern  should  cancel 
all  its  checks  outstanding  for  more  than  one  year. 

RECOMMENDATION 

Vie  recommend  that  Eastern  cancel  all  its  checks  that  have  been 
outstanding  for  more  than  one  year. 

Collateral  Pledged  by  Depositories 

Provisions  of  Section  79-301,  R.C.M.  1947,  require  that  banks  receiving 
state  moneys  for  deposit  shall  pledge  securities  in  an  amount  in  excess  of 
the  amount  of  the  deposits.   The  purpose  of  these  provisions  is  to  insure 
the  state  against  potential  loss  of  deposited  moneys. 

We  noted  several  instances  when  the  collateral  pledged  as  security 
for  Eastern's  deposits  was  under  the  required  amounts.   The  deficiencies 
ranged  from  $25,000  to  $225,000. 

The  task  of  maintaining  surveillance  of  this  requirement  by  each  state 
agency  with  large  cash  deposits  in  banks  is  a  difficult  one.   Upon  imple- 
mentation of  our  recommendation  that  all  moneys  under  the  control  of  the 
college  be  transferred  to  the  state  treasury,  Eastern  will  no  longer  have 
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the  responsibility  of  determining  that  pledged  collateral  is  adequate. 
At  that  time,  the  duty  will  be  assumed  by  the  Office  of  the  State  Treasurer 
which  has  the  duty  as  a  normal  function.   Pending  such  implementation, 
Eastern  should  make  the  comparison  often  enough  to  insure  the  required 
collateral  is  pledged. 

RECOMMENDATION 

We  recommend  that  Eastern  initiate  procedures  to  insure  that 
the  banks  maintain  pledged  collateral  in  amounts  necessary 
to  adequately  protect  the  college's  demand  deposits. 

Contingent  Revolving  Account 

Eastern  has  a  contingent  revolving  account  advance  of  $25,000.   The 
purpose  of  this  cash  advance  is  to  establish  a  resource  for  making  im- 
mediate cash  payments  when  necessary.   An  analysis  of  disbursements  from 
this  account  for  1969-70  shows  the  following: 

Highest        2nd  Highest 
Monthly  Use      Monthly  Use 

Revolving  Account  Advance  $25,000  $25,000 

Disbursements : 

Student  and  other 
part-time  payroll   $10,400 

Other  1,200 

Cashier's  Change 
Fund 

Minimum  Unused  Balance 

This  raises  a  question  as  to  the  need  for  an  advance  as  high  as 

$25,000. 

In  another  section  of  this  report,  we  recommend  that  Eastern  utilize 


$5,300 

$11,600 

1,600 

$  6,900 

3,000 

3,000 

10,400 

15,100 
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the  state  central  payroll  system.   The  central  system  has  the  capability 
to  process  the  student  and  other  hourly  employees'  payroll.   Upon  imple- 
mentation of  this  recommendation,  it  will  further  reduce  the  need  for  a 
large  revolving  account  balance. 

Based  upon  the  above  factors,  we  believe  that  the  amount  of  Eastern's 
contingent  revolving  advance  should  be  evaluated  and  reduced  if  possible. 

RECOMMENDATION 

We  recommend  that  the  state  controller  and  Eastern  evaluate  the 

college's  contingent  revolving  advance  and  reduce  the  advance 

to  a  level  more  appropriate  to  the  need. 

Timely  Deposit  of  Receipts 

We  noted  that  several  of  the  cash  collecting  offices  at  Eastern  often 
hold  their  receipts  for  several  days  before  making  deposits  with  the  central 
cashier's  office.   For  example,  during  our  cash  counts  one  office  had  col- 
lected $1,423  since  its  last  deposit.   Several  of  these  offices  bring  their 
accumulated  receipts  and  change  funds  to  the  central  cashier's  office  for 
safekeeping  each  evening.   It  would  involve  little  additional  effort  to 
make  the  deposits  at  that  time,  which  would  increase  the  control  and  enable  the 
college  to  use  the  money  that  much  sooner. 

RECOMMENDATION 

We  recommend  that  Eastern  establish  the  policy  whereby  moneys 
received  by  the  college  ls  various  departments,   agencies,   and 
auxiliaries  are  deposited  daily  with  the  central  cashier's 
office  to  the  extent  practicable. 
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Restrictive  Endorsements  on  Checks  Received 

Only  two  of  the  various  offices  making  deposits  with  the  college 
central  cashier's  office  place  restrictive  endorsements  on  checks  upon 
their  receipt.   The  endorsements  for  checks  received  at  the  other  offices 
are  not  placed  on  the  checks  until  after  they  have  been  deposited  in  the 
central  cashier's  office.   Control  would  be  enhanced  if  all  collecting 
offices  placed  restrictive  endorsements  on  checks  at  the  time  of  their 
receipt.   The  problem  could  be  somewhat  alleviated  if  payments  were 
required  to  be  remitted  directly  to  the  business  office. 

RECOMMENDATION 

Vie  recommend  that  Eastern  establish  a  standard  -procedure  of 
requiring  each  college  office  that  collects  moneys  to  place 
a  restrictive  endorsement  stamp  on  all  checks  immediately 
upon  receipt 3   or  as  an  alternative _,  require  payments  to  be 
made  to  the  business  office. 

INVESTMENTS  AND  BONDED  DEBT 
Investments 

In  1953,  the  Legislative  Assembly  adopted  into  law  the  state  "Unified 
Investment  Plan"  (Title  79,  Chapter  12,  R.C.M.  1947).  This  act  was  passed 
based  upon  the  recommendation  of  the  Commission  on  Reorganization  of  State 
Government.   The  expressed  hope  of  the  commission  was  that  the  plan  would: 

1.  Eliminate  duplication  of  offices  and  personnel. 

2.  Provide  better  overall  administration  and  tend  to  greater 
economy  in  operations. 

3.  Make  it  possible  to  provide  at  a  minimum  of  cost  an  adequate 
investments  staff  with  proper  technical  advice,  market  data, 
and  financial  services. 
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4.   Make  possible  the  pooling  of  small  funds  so  as  to  secure 
better  investments  and  the  transferring  of  a  security  from 
one  fund  to  another,  resulting  in  greater  stability  and 
making  it  possible  to  invest  closer  to  the  total  amount 
of  money  available. 

In  order  to  accomplish  these  objectives,  the  act  provides  that  the 

authority  for  investment  of  state  moneys  shall  be  centralized  in  the 

State  Board  of  Land  Commissioners.   Section  79-1203,  R.C.M.  1947,  provides 

in  part  that: 

"...  any  department  of  the  government  .  .  .,  state  board, 
commission,  bureau,  institution,  office  or  officer,  which  has 
under  its  or  his  administration  any  moneys  subject  to  invest- 
ment, must  have  such  moneys  or  any  part  thereof  subject  to 
investment,  invested  by  the  State  Board  of  Land  Commissioners 
as  part  of  the  Montana  Trust  and  Legacy  Fund,  the  long  term 
investment  fund,  or  the  short  term  investment  fund  .  .  .  ." 

Eastern  had  in  excess  of  $850,000  in  investments  as  of  June  30,  1970, 
which  were  made  directly  by  the  college.  All  of  Eastern's  investments  are 
made  without  approval  by  the  State  Board  of  Land  Commissioners. 

In  our  audit  report  on  the  Department  of  State  Lands  and  Investments 
(July  1970) ,  we  pointed  out  that  the  unified  investment  plan  is  not  working 
as  intended  and  most  state  agencies  with  investable  moneys  are  making  their 
own  investments.   Some  of  the  agencies  acquire  the  approval  of  the  land 
board   and  some,  like  Eastern,  do  not.   We  further  pointed  out  that  the 
land  board  did  not  currently  have  the  expertise  needed  to  effectively 
administer  a  centralized  investment  function.   We  recommended  in  that  report 
that  the  land  board  and  State  Department  of  Administration  design  and 
implement  a  centralized  investment  function  headed  by  an  expert  in  the 
investment  field  to  achieve  the  intent  of  the  unified  investment  plan 
set  forth  in  the  statutes.   These  agencies  have  concurred  with  our  recom- 
mendation and  its  implementation  should  result  in  a  substantial  increased 
return  on  the  investment  of  state  moneys.  \ 
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AC  Eastern  the  investment  function  is  handled  by  administrative  and 
accounting  personnel  in  the  college  business  office.   College  employees' 
time  is  devoted  to  many  important  tasks  of  which  investments  is  only  a 
part.   The  investment  function  is  a  specialized  and  highly  technical  area 
and  requires  close  monitoring  to  achieve  maximum  returns.   The  importance 
of  close  surveillance  of  idle  cash  balances  is  illustrated  by  the  fact 
that  on  July  9,  1970,  $150,000  in  short-term  investments  matured  and, 
although  this  whole  amount  was  available  for  reinvestment,  only  $50,000 
was  reinvested.   The  remaining  $100,000  was  left  idle  in  a  non-interest 
bearing  bank  account  although  the  money  was  not  needed  for  current  opera- 
tions . 

RECOMMENDATION 

We  recommend  that  Eastern  work  with  the   land  board  and  State 
Department  of  Administration  in  implementing  an  effective 
central  investment  function  for  investment  of  all  state 
controlled  moneys. 

Bonded  Debt 

Information  prepared  by  the  State  Department  of  Administration  listing 
special  project  bonds  of  the  various  state  agencies  based  upon  information 
available  in  the  state  central  fiscal  control  agencies  showed  $20,000  in 
outstanding  bonds  owed  by  Eastern  as  of  June  30,  1970.   In  actuality, 
Eastern's  bonded  debt  totaled  $5,705,000  at  that  date.   The  discrepancy 
between  the  two  agency  records  was  commented  on  in  our  audit  of  the  State 
Treasurer's  Office  (June  1970)  in  which  we  recommended  "that  the  state 
controller  and  treasurer  initiate  joint  action  to  record  all  bonded  indebted- 
ness of  the  state  on  the  state's  accounting  and  treasury  records." 
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Because  of  the  nature  of  the  bonds  involved  in  the  issues  by  Eastern 
(revenue  bonds)  and  their  underlying  indenture  provisions,  the  bonds  are 
not  a  direct  debt  of  the  state  as  are  general  obligation  bonds.   Neverthe- 
less, they  are  part  of  the  state's  debt  structure.   Accordingly,  we  believe 
these  bonds  and  all  such  other  bonds  issued  by  agencies  of  the  state  should 
be  shown  as  a  part  of  the  state  debt  structure  for  informational  as  well  as 
accounting  purposes,  regardless  of  the  source  of  moneys  used  to  retire  the 
debt. 

RECOMMENDATION 

Vie  recommend  that  the  state  controller  obtain  from  Eastern  the 
information  related  to  the  college's  bonded  indebtedness  in 
order  that  the  controller's  records  properly  reflect  Eastern's 
total  bonded  indebtedness  at  any  given  point  in  time. 

STORES  INVENTORY 

Stores  inventory  at  Eastern  is  controlled  by  a  stores  manager  who 
issues  the  inventory  based  on  requests  from  the  operating  departments. 
Each  department  is  charged  with  the  supplies  used.   Perpetual  inventory 
records  are  maintained  for  the  stores  inventory  items  and  physical  counts 
are  made  at  year  end.   These  are  basic  control  features  of  a  good  inventory 
system  that,  when  properly  administered,  provide  the  means  for  an  accurate 
accountability  of  the  inventory.   The  following  deficiencies,  however,  were 
noted  where  improvements  are  needed  in  the  college's  stores  records  and 
procedures: 

1.   The  perpetual  inventory  records  are  maintained  by  the  stores 
manager.   To  establish  adequate  control,  the  perpetual  records 
should  be  maintained  by  someone  who  does  not  have  physical 
control  of  the  inventory. 
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2.  No  comparison  of  Liu*  yor  end  physical  count  was  made  with 
the  perpetual  records.   Accordingly,  proper  disposition  of 
differences  between  the  records  and  what  was  actually  on  hand 
was  not  made.   Inaccuracies  in  the  count  would  be  found  by 
making  the  comparison.   We  noted  one  item  incorrectly  counted 
which  resulted  in  an  overstatement  of  the  June  30,  1970  inventory 
by  $1,103.   A  prime  purpose  of  a  perpetual  inventory  record 
system  is  to  establish  accountability  for  the  inventory  items. 
This  purpose  is  not  accomplished  unless  the  count  and  records 
are  compared,  the  differences  resolved,  and  management  approval 
obtained  for  adjusting  the  records  to  the  count. 

3.  Written  procedures  for  taking  a  physical  inventory  of  stores 
were  not  prepared.   Written  procedures  are  necessary  to  assure 
that  all  items  properly  includable  in  stores  inventory  are 
included  by  the  individual  making  the  physical  count.   We 
noted  instances  where  items  were  incorrectly  excluded  from 
the  June  30,  1970  count. 

4.  The  stores  manager  does  not  prepare  stores  requisitions  for 
supplies  that  are  used  in  his  own  operation.   Accordingly, 
stores  are  withdrawn  from  inventory  without  documentation  to 
show  the  withdrawal.   All  withdrawals  should  be  documented  and 
posted  to  the  perpetual  records. 

RECOMMENDATION 

We  recommend  that: 

1.      The  duties  of  maintaining  the  perpetual  stoves  inventory 

records  be  assigned  to  someone  other  than  employees  having 

physical  control  of  the  inventory . 
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2.      Physical  counts  of  stores  inventory  be  compared  with  the 
perpetual  records,    the  nature  of  differences  be  determined, 
and  the  perpetual  records  be  adjusted  to  the  physical  count 
after  approval  by   the  appropriate  management  official. 

2.      Written  procedures  be  prepared  for  the   taking  of  physical 
counts  of  stores   inventory. 

4.      Requisitions  be  prepared  and  posted  to  the  perpetual  records 
for  all  withdrawals  from  stores  inventory . 

FIXED  ASSETS 

Recognized  authorities  on  accounting  in  any  field  of  business  or 
government  acknowledge  the  need  for  basic  records  to  control  fixed  assets. 
For  example,  the  publication  "College  and  University  Business  Administra- 
tion" of  the  American  Council  on  Education,  devotes  a  whole  chapter  to  the 
subject  and  lists  the  following  management  purposes  that  adequately  maintained 
inventory  records  serve: 

"1.   Identifying  equipment  in  case  of  loss  by  fire,  theft, 
or  disappearance. 

2.  Identifying  property  acquired  under  sponsored  research 
projects,  including  buildings  as  well  as  equipment, 
whether  such  property  is  owned  by  the  institution, 

by  the  government,  or  by  another  sponsoring  organization; 

3.  Aiding  in  the  computation  of  indirect  costs  for  research 
and  other  sponsored  projects; 

4.  Providing  information  to  determine  departmental  custody 
and  responsibility; 

5.  Providing  historical  information  on  location,  age,  quantity, 
sources  of  funds  for  the  purchase  of  plant  assets,  and 
similar  data;  and 

6.  Aiding  in  the  maximum  utilization  of  plant  assets, 
especially  equipment,  and  expediting  the  transfer  of 
such  items  from  department  to  department." 
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Most  basic  features  of  an  adequate  fixed  asset  system  do  not  exist 
at  Eastern.   Eastern  does  not  maintain  formal  fixed  asset  records  or  have 
procedures  for  the  control  of  land,  buildings,  improvements,  and  equipment 
entrusted  to  the  college's  use  that  are  accurate,  complete,  or  establish 
accountability  for  their  care  and  custody.   General  ledger  control  accounts 
are  not  accurately,  completely,  or  currently  maintained. 

Subsidiary  detail  records  have  not  been  maintained,  assets  have  not 
been  properly  valued,  periodic  physical  inventories  have  not  been  taken, 
additions  and  deletions  have  not  been  properly  recognized,  and  dispositions 
of  property  have  not  been  properly  authorized.   Equipment  items  are  not 
adequately  marked  or  controlled.   In  short,  there  is  no  adequate  system  of 
accounting  for  or  reporting  fixed  assets.   The  need  for  these  records  and 
control  procedures  is  basic  to  good  management  of  the  college  facilities. 

An  example  of  the  inadequacy  of  Eastern's  fixed  asset  records  we  noted 
was  that  at  least  $600,000  of  fixed  asset  and  land  acquisitions  during  the 
fiscal  years  1968-69  and  1969-70  were  not  recorded  in  the  college's  fixed 
asset  accounts  or  reported  in  the  financial  statements.   Each  state  agency 
is  provided  resources  through  appropriations,  fees,  and  other  revenue 
sources  to  perform  its  function.   The  agencies  are  required  to  account  for 
these  resources.   The  conversion  of  these  resources  from  cash  to  physical 
plant  and  equipment  does  not  change  the  fact  that  they  are  resources  to  be 
properly  accounted  for.   Fixed  assets  are  susceptible  to  loss  or  misuse 
the  same  as  cash,  investments,  or  other  assets  for  which  Eastern  has  no 
control . 

The  state  controller  prescribed  preliminary  guidelines  for  the  control 
of  fixed  assets  in  Management  Memorandum  70-17  issued  June  26,  1970.  These 
and  future  directives  disseminated  from  the  controller's  office  should 
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provide  the  criteria  for  developing  a  sound  system  of  fixed  asset  accounting 
for  the  college. 

RECOMMENDATION 

We  recommend  that  Eastern  consult  with  the  state  controller  to 
establish  an  adequate  system  of  procedures  and  records  for  the 
fixed  assets  under  the  college's  control  as  follows: 

1.  Take  a  complete  physical  inventory  of  all  fixed  assets 
under  the  college's  control t   assign  identification 
numbers  to  each  item,   and  attach  identification  tags  or 
stickers   to  the  individual  equipment  items. 

2.  Establish  a  value    (actual  cost,   where  possible)  for 
each  item. 

3.  Establish  a  subsidiary   ledger  in  which  each  item  is 
individually  accounted  for. 

4.  Adjust  the  general   ledger  control  accounts   to  agree 
with  the  physical  count  and  detail  records 3   record 
future  additions  and  deletions  on  a  current  basiss 
and  periodically  reconcile  the  detail  records  to  the 
control  accounts. 

5.  Take  physical  inventories  of  fixed  assets  periodically 
and3   after  written  management  approval  of  writeoffs, 
adjust  the  records  accordingly. 

6.  Account  for  and  report  fixed  assets  acquired  in  the 
future,    and  existing  fixed  assets   to  the  extent 
practicable,    by  source  of  financing. 

7 .  Prepare  and  include  a  statement  of  changes  in  fixed 
assets  with  the  annual  financial  statements. 
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PERSONAL  SERVICES 

"Contract  of  Employment"  Forms 

Board  of  Regents  policy  provides  that  the  university  unit  presidents 
are  authorized  to  make  tentative  staff  appointments  subject  to  approval  by 
the  board.   The  Montana  University  System's  employment  procedures  provide 
for  written  approval  of  appointments  of  academic  personnel  by  the  unit 
president  and  certification  by  the  secretary  of  the  Board  of  Regents.   A 
form  entitled  "contract  of  employment"  is  used  by  the  units  as  their  official 
agreements  with  academic  and  certain  administrative  personnel.   We  noted 
that  several  of  these  forms  were  on  hand  at  Eastern  signed  in  blank  by  the 
unit  president  and  the  secretary  of  the  Board  of  Regents.   This  weakens 
control  and  increases  the  possibility  that  terms  of  academic  appointments 
will  not  be  as  intended  by  the  responsible  officials.   In  our  opinion, 
these  forms  should  be  signed  by  the  president  only  after  the  terms  of 
employment  have  been  inserted  on  the  form,  and  by  the  board's  secretary 
only  after  the  board  has  approved  the  appointments. 

RECOMMENDATION 

We  recommend  that  Eastern  revise  its  procedures  for  processing 
academic  employment  contracts  to  provide  for  the  president  's 
signature  only  after  the  prospective  employee' s  name  and  the 
terms  of  employment  have  been  entered  on  the  agreement  forms 
and  the  signature  of  the  Board  of  Regents  '  secretary  only 
after  the  board  has  approved  the  appointments. 

Distribution  of  Payroll  Warrants 

Eastern's  "state"  payroll  clerk  initiates  changes  in  the  institution's 
payroll  based  upon  approved  documents.   This  same  employee  receives  the 
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payroll  warrants  for  distribution.   To  provide  adequate  internal  control, 
payroll  warrants  should  be  received  and  distributed  by  someone  other  than 
the  person  responsible  for  preparation  and  submission  of  changes  in  the 
payroll . 

RECOMMENDATION 

We  recommend  that  the  duties  of  receiving  and  distributing  payroll 

warrants  be  delegated  to  an  employee  other  than  the  employee 

responsible  for  initiating  payroll  changes. 

Group  Health  Insurance  Contributions 

Section  11-1024,  R.C.M.  1947,  provides  that  state  agencies  may  enter 
into  group  insurance  plans  for  the  benefit  of  their  employees  and  to 
contribute  a  maximum  of  $7.50  per  month  for  each  employee  if  the  agency 
employees  elect  to  enter  into  a  group  plan.   Most  state  agencies,  including 
Eastern,  are  participating  in  such  plans.   However,  Eastern  has  adopted  a 
policy  of  paying  $9  per  month,  or  $90  per  year,  for  those  employees  covered 
by  the  group  plan  who  are  on  ten-month  contracts.   The  excess  $1.50  monthly 
payment  totaled  approximately  $1,770  for  the  1969-70  fiscal  year. 

In  addition  to  the  amount  contributed  by  the  state  on  behalf  of  the 
employees,  the  university  collects  contributions  from  each  employee.   The 
college  deposits  both  the  state  and  employee  contributions  in  a  clearance 
account  and  makes  monthly  premium  payments  to  the  insurance  company  at  the 
regular  twelve-month  rate.   The  insurance  company  is  receiving  a  state 
contribution  of  only  $7.50  per  month  per  employee,  but  Eastern  is  contri- 
buting $9  per  month  for  the  ten-month  contract  employees.   The  resulting 
$1.50  a  month  "reserve"  built  up  in  the  clearance  account  is  used  to  cover 
the  employees  during  July  and  August,  even  though  they  are  not  employed 
during  these  two  months.   Most  of  these  ten-month  contract  employees 
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have  no  contractual  relationship  with  the  college  during  the  two  summer 
months  unless  they  are  employed  for  summer  session  classes. 

We  requested  an  opinion  from  the  attorney  general  as  to  whether  the 
university  system  can  contribute  $9.00  per  month  per  employee  over  a  ten- 
month  period  in  lieu  of  the  $7.50  monthly  limit  on  contributions.   On 
October  21,  1970,  the  attorney  general  responded  that,  in  his  opinion, 
only  $7.50  per  month  can  be  contributed  and  that  any  payment  in  excess  of 
this  amount  per  month  is  without  authority.   Based  upon  this  opinion,  we 
believe  that  if  the  college  believes  it  is  in  their  best  interest  to 
provide  insurance  coverage  for  ten-month  academic  employees  during  the 
summer  months,  legislative  approval  should  be  sought  to  permit  such  coverage 

RECOMMENDATION 

We  recommend  that  Eastern   limit  monthly  contributions  to  eligible 

employee  insurance  benefit  plans   to  the  amounts  provided  by   law, 

which  is  currently   $7.50  per  month. 

Group  Salary  Continuation  Plan 

Effective  January  1,  1970,  the  Montana  University  System  entered 
into  an  agreement  with  an  insurance  carrier  to  provide  long-term  disability 
insurance  (salary  continuation  plan)  at  the  university  units'  expense  for 
their  employees.   Contributions  for  the  premium  cost  of  this  plan  are  in 
addition  to  the  health  insurance  premium  contributions  discussed  above. 
At  eastern  the  cost  of  this  plan  is  over  $600  per  month,  and  from  January 
through  June  1970,  totaled  $3,673.   We  could  find  no  provision  in  the 
statutes  providing  for  such  contributions.   As  a  result,  we  inquired  of 
the  attorney  general  as  to  whether  the  long-term  disability  plan  is  a 
qualified  plan  under  Section  11-1024,  subject  to  the  limitation  on 
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contributions.   The  attorney  general,  in  his  opinion  on  October  21,  1970, 
responded  that  a  group  salary  continuation  plan  is  not  provided  for  in 
Section  11-1024,  and  that  such  a  plan  could  not  be  entered  into  outside 
of  the  authority  granted  by  Section  11-1024.   Similar  to  the  situation 
in  the  preceding  section,  we  believe  that  if  the  college  believes  it  is 
in  their  best  interest  to  provide  this  insurance  to  Eastern's  employees, 
legislative  approval  should  be  sought  to  permit  the  coverage. 

RECOMMENDATION 

We  recommend  that  Eastern   limit  contributions  to  employee . 
insurance  plans   to   those  plans  authorized  by  statute. 

Vacation  Allowances  to  Administrative  Employees 

Section  59-1001,  R.C.M.  1947,  provides  for  vacation  allowances  to 

state  employees.   The  rate  that  employees  are  permitted  to  accumulate 

vacation  days  is  set  forth  in  the  statute  as  follows: 

Vacation  Days  Accumulated 
Years  Service 

1-10 

10  -  15 

15  -  20 

20  + 

Many  employees  at  Eastern  are  receiving  vacation  allowances  at  rates  which 
substantially  vary  from  those  provided  by  the  above  referenced  statute. 

Personnel  who  are  not  covered  by  contract  are  limited  to  the  vacation 
allowances  prescribed  by  the  above  referenced  statute.   However,  Eastern 
has  several  administrative  personnel  on  contracts.   These  employees  include 
the  college's  vice  president  and  dean  of  faculty,  dean  of  students,  business 


Per  Month 

Per  Year 

1-1/4 

15 

1-1/2 

18 

1-3/4 

21 

2 

24 
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manager  and  controller,  information  officer,  registrar,  physical  plant 
director,  and  student  union  director,  among  others.   These  employees  are 
given  a  vacation  allowance  of  one  month  annually  instead  of  the  lesser 
amount  provided  by  statute.   We  can  see  no  justifiable  basis  for  the 
determining  factor  for  establishing  vacation  allowances  to  be  whether  or 
not  an  employee  is  "on  contract"  as  opposed  to  the  nature  of  his  employment. 

Based  upon  Section  59-1007,  R.C.M.  1947,  the  only  University  System 
employees  that  might  be  excluded  from  the  general  statutory  provision  for 
state  employee  vacation  allowances  are  those  considered  to  be  "school 
teachers."   Eastern's  administrative  personnel,  in  our  opinion,  cannot 
be  construed  to  be  teachers  even  though  some  of  these  personnel  may  teach 
a  class  as  a  secondary  function. 

In  order  to  clarify  this  matter,  we  requested  an  opinion  from  the 
attorney  general.   In  his  opinion  expressed  in  a  letter  dated  November  16, 
1970,  the  attorney  general  concluded  that  "...  administrative  personnel 
(at  the  university  units)  are  governed  by  the  provisions  of  Section  59-1001, 
R.C.M.  1947."   Accordingly,  we  believe  that  if  Eastern  believes  that  its 
administrative  personnel  should  have  vacation  allowances  in  excess  of  the 
amount  provided  for  in  Section  59-1001,  legislative  approval  should  be 
requested  to  specify  the  administrative  positions  eligible  and  the  allow- 
ances to  which  they  will  be  entitled. 

RECOMMENDATION 

We  recommend  that  Eastern   limit  vacation  allowances   to  administrative 
employees   to   the  rates  provided  for  in  the  state  statutes . 
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Performance  Records  for  Academic  Personnel 

A  significant  part  of  the  financial  resources  of  the  State  of  Montana 
is  devoted  to  maintenance  of  university  system  programs.   There  is  naturally 
considerable  interest  by  the  taxpaying  public  in  the  university  programs, 
what  they  produce,  and  their  cost.   The  cost  is  becoming  an  increasing 
concern  because  the  rate  of  increase  in  the  cost  is  constantly  on  the  rise. 
This  cost  must  be  borne  primarily  by  the  general  public  because  education 
is  financed  primarily  by  general  tax  dollars. 

By  the  nature  of  our  system  of  government,  the  Legislative  Assembly 
must  biennially  establish  the  level  of  support  to  be  granted  the  Montana 
University  System.   Accordingly,  the  Legislative  Assembly  is  ultimately 
held  accountable  for  the  use  of  the  moneys  it  appropriates. 

The  legislature's  task  of  determining  the  best  allocation  of  available 
resources  between  the  various  services  required  of  the  state  government  is 
a  formidable  one.   The  legislative  members  must  determine  the  needs  of  the 
state,  set  priorities  as  to  the  services  provided  by  each  state  agency, 
and  evaluate  the  anticipated  benefits  to  be  received  in  terms  of  dollars. 

It  is  well  recognized  that  the  University  System  is  involved  in  pro- 
viding a  service  where  the  end  product,  education,  is  not  tangible  or 
easily  quantifiable.   The  measurement  of  academic  effort  is  similarly  a 
difficult  undertaking.   We  believe,  however,  that  the  effort  must  be  made 
to  demonstrate  where  the  University  System  is  placing  its  emphasis  and 
determine  the  results  achieved. 

The  Board  of  Regents  has  expressed  the  need  for  more  information  in 
order  to  adequately  establish  the  general  policies  within  which  the 
University  System  is  to  function.   The  board  has  recently  assigned  its 
executive  secretary  the  duty  of  establishing  a  management  information 
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system  that  wilJ  provide  the  means  for  comparison  of  the  University 
System's  costs  by  university  unit,  by  school,  by  department  level,  and 
class  unit.   The  board  has  further  stressed  the  development  of  accurate 
unit  costs  in  order  to  establish  the  basis  for  evaluating  trends  and 
making  intra-unit  and  system-wide  comparisons. 

The  primary  benefits  derived  from  the  University  System  are  the  result 
of  the  professional  services  provided  by  the  units'  faculty  members.   Cor- 
respondingly, the  highest  cost  of  operating  the  units  is  the  compensation 
paid  to  the  academic  personnel.   Accordingly,  any  meaningful  evaluation 
of  the  use  of  the  resources  provided  the  University  System  must  be  based 
upon  accurate  information  as  to  the  efforts  and  accomplishments  of  the 
units'  academic  personnel. 

The  methods  historically  utilized  in  the  Montana  University  System  as 
well  as  many  other  states  for  evaluating  academic  performance  has  been 
accomplished  through  the  observations  and  personal  contact  of  department 
heads  and  other  academic  administrators.   The  performance  evaluations  are 
rarely  documented  or  compiled  in  a  formal  manner  for  management  use  in 
budgeting  or  otherwise  planning  for  new  faculty  positions,  assignment  of 
instructional  loads,  relating  to  instructional  and  activities  of  other 
faculty  members,  setting  salary  levels,  and  allocation  of  personnel  costs 
to  instruction,  research,  administration,  and  other  academic  ventures. 

The  need  for  systematic  information  of  this  type  has  been  recognized 
by  various  individuals  within  the  Montana  University  System.   At  Missoula, 
for  example,  a  management  information  system  of  sorts  is  being  built  around 
a  "Faculty  Service  Report."   It  is  contemplated  that  this  reporting  system 
will  provide  accurate  data  on  various  faculty  activities,  such  as  student 
advisement,  thesis  and  dissertation  direction,  independent  study  guidance, 
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committee  membership,  and  other  activities  important  to  the  operation  of 
the  university.   Various  individuals  at  the  university  believe  such  data 
is  necessary  to  effectively  manage  the  teaching  resources  and  provide  a 
documented  basis  for  informed  decisions  relative  to  new  faculty  positions. 
There  appears  to  be  no  question  that  information  of  this  type  would  be 
useful  at  the  university  level. 

The  federal  government  is  increasingly  demanding  an  accurate  cost 
accounting  for  federally  financed  programs  at  the  university  units. 
Estimates  based  on  undocumented  information  are  becoming  less  acceptable 
as  a  basis  for  charging  costs  to  federal  programs.   This  is  true  for  all 
federally  financed  state  programs,  not  just  at  the  university  level. 

The  need  for  some  type  of  "faculty  service  reports"  is  being  increas- 
ingly recognized  throughout  the  higher  education  system  of  the  United 
States.   Various  institutions  are  experimenting  with  different  methods 
to  determine  faculty  effort  and  accomplishments.   These  methods  range 
from  estimates  of  assigned  time  that  are  prepared  by  academic  personnel 
each  school  term  to  the  maintenance  of  detail  daily  records. 

The  Western  Interstate  Commission  for  Higher  Education  is  currently 
conducting  a  project  called  "Faculty  Activities  Analysis  Project"  which 
has  the  purpose  of  establishing  a  model  basis  for  allocating  professors' 
salaries,  with  the  expressed  hope  that  an  independent  agency  of  this  type 
can  develop  a  workable  system  to  aid  in  the  evaluation  of  faculty  efforts. 

In  summary,  the  need  for  information  as  to  the  time,  effort,  and 
performance  of  the  faculty  members  of  the  Montana  University  System,  and 
their  related  cost  by  activity,  is  constantly  becoming  more  apparent.   The 
public  needs  the  information  to  know  what  their  higher  education  tax  dollars 
are  producing.   The  Legislative  Assembly  needs  the  information  in  order  to 
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have  a  sound  basis  for  allocating  state  resources.   The  Board  of  Regents  can 
use  the  information  in  establishing  sound  policies  for  guidance  of  the 
University  System.   The  information  could  be  invaluable  to  the  individual 
university  units'  management  in  administering  their  unit's  programs.   The 
trend  is  toward  developing  formal  systems  of  documenting  and  reporting  the 
effort  and  performance  of  university  faculty  members  and  relating  the 
information  to  cost.   We  believe  the  Montana  University  System  would  find 
the  benefits  to  be  derived  would  justify  the  implementation  of  a  formal 
time  reporting  system  for  its  academic  personnel. 

RECOMMENDATION 

We  recommend  that  Eastern  and.  the  other  units  of  the  Montana 
University  System  evaluate  the  factors  involved  in  implementing 
a  formal  system  of  documenting  on  a  continuing  basis   the  time 
expended  by  its  faculty  personnel  by   the  nature  of  their 
activities  and  implement  such  a  system. 
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Central  Payroll  System 

Based  upon  a  recommendation  made  in  the  first  audit  report  of  the 
legislative  auditor,  the  state's  central  payroll  system  was  established 
in  September  1968.   Through  this  system  state  employees  are  paid  by  the 
State  Auditor's  Office  from  a  master  list  to  which  adjustments,  additions, 
deletions,  etc.,  are  certified  by  authorized  agency  heads.   Amounts  with- 
held from  employees'  salaries  and  the  state's  share  of  employee  benefit 
costs  (retirement  contributions,  social  security  contributions,  etc.)  are 
paid  by  warrants  from  a  central  payroll  revolving  account.   This  system 
eliminates  the  need  for  detail  computations  and  reports  at  the  agency 
level,  increases  control,  and  provides  a  centralized  source  of  information 
concerning  the  personal  services  costs  of  the  state. 

The  central  payroll  system  was  started  with  some  of  the  relatively 
smaller  state  agencies  and  larger  agencies  have  gradually  been  added  so 
that  nearly  all  state  agencies  are  now  on  the  system.  One  of  the  major 
exceptions  is  the  University  System.  A  prime  reason  for  the  delay  in 
putting  the  university  units  on  the  central  payroll  system  has  been  the 
large  number  of  employees  of  the  larger  units.  However,  the  central 
payroll  system  now  has  the  capacity  to  process  all  state  agencies'  pay- 
rolls through  the  system  in  an  efficient  and  effective  manner. 

The  payroll  at  Eastern  currently  includes  two  major  classifications 
that  are  processed  differently.   The  first  classification  is  what  Eastern 
refers  to  as  the  "state  payroll"  which  consists  primarily  of  the  admini- 
strative staff  and  faculty  on  a  set  salary.   The  detail  of  the  state  pay- 
roll is  computed  at  Eastern,  attached  to  a  payroll  claim  form,  and  for- 
warded to  the  State  Department  of  Administration  in  Helena  for  payment  but 
not  through  the  central  payroll  system. 
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The  second  classification  is  what  Eastern  refers  to  as  the  "local 
payroll."   This  classification  consists  primarily  of  student  workers  and 
other  non-academic  part-time  employees.   The  "local  payroll"  is  processed 
entirely  at  Eastern,  including  the  writing  of  the  payroll  checks.   Under 
the  existing  system,  Eastern  must  prepare  and  maintain  a  considerable 
amount  of  information  relating  to  payroll  and  file  all  payroll  reports, 
remit  withholdings  from  employee  salaries,  and  the  state's  share  of  employee 
benefit  costs.   Under  the  central  payroll  system,  these  functions  would 
be  the  by-product  of  an  established  system,  relieve  Eastern  of  these  duties, 
and  provide  additional  control  and  information  within  a  central  fiscal 
control  agency. 

The  main  problem  anticipated  by  Eastern  that  might  be  created  by 
going  on  central  payroll  is  timely  payment  of  salaries.   The  central  pay- 
roll system  is  now  processing  the  payroll  of  several  large  departments, 
many  with  decentralized  locations,  such  as  the  Highway  Commission,  Fish 
and  Game  Commission,  Liquor  Control  Board,  Highway  Patrol,  etc.   We  believe 
the  central  payroll  system  has  the  capacity  to  adequately  handle  the  pay- 
roll of  the  university  units. 

RECOMMENDATION 

We  re commend  that  Eastern  work  in  conjunction  with   the  State 
Controller's   Office  and  State  Auditor's   Office   to  convert 
both  its   "state"  and  "local"  college  payroll  to  the  central 
payroll  system. 

Consulting  Fees,  Honorariums,  and  Other  Additional  Compensation 

Part  IV,  Section  A-2c,  of  the  Board  of  Regents  Board  Policy  Handbook, 
relating  to  faculty  policies,  provides  in  part  that: 
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"Any  additional  activity  or  employment,  professional  or 
otherwise,  for  which  the  staff  member  received  personal 
compensation  during  the  regular  appointment  .  .  . ,  except 
during  periods  of  emergency  .  .  . ,  shall  be  kept  at  a 
minimum  for  the  best  interests  of  the  individual  and 
institution." 

Included  in  Eastern's  Faculty  and  Staff  Handbook  under  Chapter  IV, 

entitled  "The  Faculty  Organization  and  Regulations,"  is  the  following 

policy  statement  concerning  consulting  services: 

"Consultation  within  his  professional  field  is  recognized 
as  a  legitimate  activity  for  a  faculty  member  of  Eastern 
Montana  College.   Faculty  members  cannot  devote  their 
entire  time  to  teaching  and  keep  abreast  or  ahead  of 
progress  in  the  field  or  knowledge  in  which  they  are 
interested.   It  is  desirable,  therefore,  whenever  feasible, 
that  faculty  members  engage  to  some  degree  in  consultation 
work,  research,  and/or  professional  or  technical  writing. 
Non-curricular  activities  of  that  nature  should  tend  to 
improve  and  broaden  the  knowledge  of  the  individual  and 
the  college. 

"Consulting  service  by  a  member  of  the  faculty  is  restricted 
at  all  times  to  engagements  of  a  professional  nature  which 
in  the  opinion  of  the  head  of  the  division,  and  the  president, 
do  not  interfere  with  the  performance  of  academic  duties 
assigned  him,  and  are  proper  for  a  member  of  the  faculty  to 
accept." 

A  possible  conflict  might  be  construed  to  exist  between  the  two 
policies  because  the  board  emphasizes  a  minimum  of  fee  consultation  work 
during  the  regular  appointment,  and  Eastern  encourages  consultation  and 
related  work.   However,  Eastern's  policy  does  emphasize  that  the  work 
should  not  interfere  with  the  assigned  academic  duties  of  the  faculty 
members  involved  which  is  in  the  same  spirit  of  the  prescribed  board  policy. 
We  believe  though  that  a  question  exists  as  to  whether  Eastern's  application 
of  the  policy  follows  the  board's  policy. 

Eastern's  faculty  members  are  not  required  by  their  contracts  to  work 
a  set  period  of  time  on  college  business,  nor  does  Eastern  have  a  college- 
wide  policy  that  obligates  a  faculty  member's  time  in  relation  to  his  salary 
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received  from  Eastern.   As  previously  pointed  out,  nor  formal  records  are 

kept  of  faculty  members'  time.   It  is  a  function  of  individual  department 

heads  at  Eastern  to  schedule  the  instructors'  teaching  load  and  set  the 

hours  they  are  expected  to  work  in  addition  to  classroom  time.   We  recognize 

that  the  nature  and  number  of  classes  taught  require  varying  amounts  of 

time  for  preparation,  classroom  instruction,  grading,  and  office  hours 

for  student  consultation.   Even  considering  these  factors,  the  thinking  of 

the  department  heads  varies  with  respect  to  setting  teacher  loads  and  office 

hours . 

We  noted  that  many  of  Eastern's  faculty  members  receive  consulting 

fees  (both  from  outside  and  intra-campus  sources),  honorariums,  and  other 

compensation  in  addition  to  their  regular  salary  received  from  the  state. 

The  compensation  in  most  instances  was  for  services  performed  during  the 

daytime  hours  of  the  school  week.   In  other  instances  it  was  difficult  to 

determine  the  times  involved  in  performing  the  service  because  of  the  lack 

of  records.   The  following  examples,  we  believe,  illustrate  that  the  payment 

of  extra  compensation  to  the  employees,  as  opposed  to  reimbursing  state 

appropriated  moneys  from  which  their  regular  salaries  are  paid,  at  least 

raises  a  question  as  to  the  justification  for  the  practice. 

Some  full-time  instructors  at  Eastern  receive  $48  per  day 
from  a  federal  grant  for  off-campus  teaching  performed  one 
day  during  each  work  week.   These  instructors  receive  the 
same  salary  from  Eastern  regardless  of  whether  they  work 
under  the  federal  grant  or  spend  the  full  work  week  at 
the  college.   During  the  period  of  time  these  instructors 
are  involved  in  this  off -campus  teaching,  their  regularly 
assigned  class  at  Eastern  is  taught  by  another  instructor, 
either  as  an  individual  class  or  a  combined  session  of 
two  classes. 

For  three  days  in  April  1970,  19  Eastern  faculty  and  adminis- 
trative personnel  took  part  in  a  federally  sponsored  study 
involving  the  former  Glasgow  Air  Force  Base.   Each  of  these 
individuals  received  an  honorarium  of  $300  and  during  the  same 
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period  received  their  regular  salary  from  the  state.   Leave 
records  are  maintained  for  only  two  of  these  employees  and 
the  records  show  that  no  leave  time  was  charged  for  this 
period  of  time. 

Two  faculty  members  each  received  a  consulting  fee  of  $75 
for  consulting  service  performed  on  a  Wednesday  while  out  of 
town.   The  faculty  members  also  received  their  regular  salary 
for  this  day. 

One  faculty  member  at  Eastern  received  $375-$400  per  quarter 
in  addition  to  his  regular  salary  for  teaching  special  classes 
held  on  regular  school  week  days. 

Two  employees  were  paid  coordinator  fees  of  $100  each  for 
an  out-of-town  school  board  meeting  held  on  a  Wednesday 
and  received  their  regular  salary  for  the  day. 

Two  full-time  faculty  members  employed  under  a  special  program 
received  in  addition  to  their  salary  a  "stipend"  which  amounted 
to  $850  each  during  1969-70  for  working  with  student  teachers 
during  regular  school  days.  v 

Numerous  instances  were  noted  where  payments  were  made  to 
employees  as  "honorariums"  where  the  service  provided  and 
periods  of  time  involved  were  not  indicated.   For  example, 
requests  for  payments  from  the  college's  Head  Start  Workshop 
account  merely  list  the  names  and  amounts  to  be  paid  and 
refer  to  a  workshop  number. 

We  believe  the  above  examples  illustrate  that  the  intent  of  the  Board 

of  Regents'  policy  relating  to  university  unit  employees  providing  consulting 

services  for  fees  is  not  being  adequately  considered  at  Eastern.   At  Eastern, 

many  employees  are  receiving  compensation  in  addition  to  their  regular  salary 

for  services  performed  during  the  regular  school  week.   In  our  opinion,  these 

services,  when  related  to  college  activities,  should  be  covered  by  the 

employees'  regular  salaries  and  any  fees  received  should  be  deposited  as 

college  revenue.   We  also  believe  that  for  non-college  related  consulting 

activities  during  regular  school  hours,  the  employees'  salary  should  be  reduced 

according  to  the  amount  of  time  taken  in  order  to  compensate  the  college  for 

the  cost  incurred  to  cover  the  regular  assigned  work. 
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UKCOMMENVATION 

We   recommend  that  Eastern  adopt   the  policy  of: 

1.  Requiring  consulting  fees 3   honorariums 3   and  other 
additional  compensation  earned  by  college  employees 
on  college   time  on  college  related  activities   to  be 
deposited  as  college  revenue. 

2.  Requiring  salary  payments  to  college  employees  who 
perform  non-college  related  consulting  services  on 
college   time   to  be  reduced  accordingly . 

3.  Establishing  more  precise  regulations  regarding 
consulting  fees,   honorariums ,   and  other  additional 
compensation  to  ensure  that   this  activity  is  within 
the  board  prescribed  policy,    and  for   the  best  interest 
of  the   college. 

President's  Contract 

In  reviewing  the  Board  of  Regents'  Board  Policy  Handbook,  we  noted  that 

the  board  minutes  of  August  20,  1951,  p.  213,  V.  18,  stated: 

"That  for  necessity  and  convenience  of  several  state 
institutions  of  higher  education,  the  President's 
residence  at  each  unit  of  the  .  .  .  Montana  University 
System  shall  be  maintained  at  the  expense  of  the  unit 
on  or  near  the  campus.   Where  the  residence  is  provided 
by  the  State,  the  building  shall  be  so  made  available 
to  the  president  free  of  rent,  and  all  heat  and  utilities 
shall  be  provided  by  the  institution.   Where  the  residence 
is  not  provided  by  the  State,  the  institution  shall  pay 
the  president,  as  necessary  expenses  each  month,  $60  in 
lieu  of  rent  as  at  present,  and  $27  in  lieu  of  fuel  and 
utilities." 

In  referring  to  the  rental  and  fuel  and  utility  rates  to  be  received  by 

the  president,  the  board  minutes  of  July  8,  1963  stated  that  "the  amount  of 

money  involved  is  now  dependent  upon  contract,"  with  no  new  approved  rates 
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given  by  the  board.   In  1958  the  allowance  was  increased  to  $125  per  month, 
and  in  1966  to  $200  per  month  in  lieu  of  rent.   The  1966  allowance  was  paid 
only  temporarily  until  the  president's  residence  at  Montana  State  University 
was  available  for  occupancy.   We  were  informed  by  the  university  system 
executive  secretary  that  each  employment  contract  for  the  presidents  of  the 
various  units  specify  perquisites  in  addition  to  the  basic  salary,  and  that 
inasmuch  as  each  president  now  has  a  residence  furnished  by  the  college  or 
university,  no  president  is  receiving  the  monthly  allowance  in  lieu  of  rent. 

The  president's  employment  contract  at  Eastern  provides  for  his  salary 
and  a  residence.   No  mention  was  made  in  the  contract  of  additional  benefits 
being  provided  such  as  yard  maintenance,  part-time  housekeeper,  paid  utilities, 
etc. 

We  believe  that  the  president's  contract  should  specify  the  salary  and 
benefits  to  be  received,  in  accordance  with  the  policy  of  the  Board  of 
Regents. 

RECOMMENDATION 

We  recommend  that  future  contracts  with  the  president  specify 

the   total  salary  and  perquisites   to  be  provided  by  the 

college. 

Food  Service  Contract 

In  reviewing  the  contract  between  the  college  and  the  company  that  pro- 
vides food  service  to  the  dormitories  and  student  union,  we  noted  that  the 
contract  provided  up  to  $300  of  food  service  to  the  president  at  his  residence 
and  up  to  $600  of  food  services  at  Rimrock  Hall  for  use  of  the  college  upon 
the  president's  approval. 
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I  l  i:;  our  opinion  that  the  stipulation  in  the  contractual  agreement 
with  the  food  service  company,  which  provides  for  food  service  benefits 
of  this  nature,  should  be  deleted  in  future  contracts.   Those  using  the  food 
service  are,  in  effect,  subsidizing  the  college  inasmuch  as  the  allowances 
to  the  president  and  the  college  are  additional  costs  to  the  food  service 
company  which  it  must  recover  through  charges  to  its  customers,  who  are 
primarily  the  students. 

RECOMMENDATION 

We  recommend  that  Eastern  avoid  contractual  agreements  with  the 
food  service  company   that  provide  for  benefits   to  the  president 
and/or  college,   particularly  where   these  benefits  are  subsidized 
by  the  students  and  other  food  service  users. 

Tax  Withholding  from  Payments  to  Employees 

In  reviewing  consultation  fees  and  honorariums  paid  by  the  college  to 
faculty  and  professional  staff  personnel,  we  observed  that  no  federal  income 
tax  was  withheld.   Internal  Revenue  Service  Ruling  No.  55-583  and  Section 
3402  of  the  Internal  Revenue  Code  require  such  withholding.   In  addition, 
state  income  tax  was  not  withheld. 

We  discussed,  with  the  State  Board  of  Equalization,  whether  the  State 
of  Montana  had  a  similar  withholding  requirement  as  that  of  the  federal 
government.   We  were  informed  that  there  was  no  statutory  requirement,  but 
that  the  board  will  generally  follow  revenue  rulings  and  use  them  as  authority 
for  compliance  with  the  tax  rules  and  regulations  of  the  state. 
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RECOMMENDATION 

We  recommend  that: 

1.  Eastern  comply  with  federal   tax  withholding  requirements 
as  outlined  under  T.R.S.    Ruling  No.    55-583  and  T.R.C., 
Section   3402. 

2.  The  State  Board  of  Equalization  establish  a  reporting 
procedure   to  provide  for  disclosure  of  future  consulta- 
tion feess    honorariums 3    and  other  fees  paid  to  Eastern 
personnel . 

UTILIZATION  OF  AVAILABLE  MONEYS 
Use  of  Student  Building  Fees 

Section  75-216(2),  R.C.M.  1947,  includes  the  following  provision: 
"Student  building  fees  .  .  .  shall  not  be  increased  without  authorization  by 
law,  unless  absolutely  necessary  and  then  only  to  the  extent  necessary  to 
pay  principal  or  interest  due  on  obligations  for  which  such  fees  have  been 
or  shall  be  pledged,  or  to  maintain  reserves  securing  the  payment  of  such 
obligations  .  .  .  ."   This  provision,  the  inherent  nature  of  student  building 
fees,  and  the  expressed  purpose  for  use  of  the  fees  as  set  forth  in  the 
college  catalog,  imply  that  the  use  of  these  fees  is  limited  to  redeeming  bonds 
and  maintaining  required  reserves.   Accordingly,  any  use  of  the  fees  for 
college  operations  is  questionable. 

Eastern  collects  student  building  fees  for  retirement  of  bonds  on  two 
campus  facilities,  the  Physical  Education  Building  and  Student  Union  portion 
of  the  Petro-Rimrock  Building.   Eastern  annually  realizes  an  excess  of  build- 
ing fee  collections  beyond  required  amounts  because  the  per  student  rate  has 
remained  unchanged  for  several  years  while  enrollment  has  increased  substantially 
above  the  anticipated  levels.   The  building  fees  are  deposited  in  a  holding 
account  from  which  transfers  are  made  to  the  operating  accounts  and  eventually 
to  the  bond  service  account  from  which  principal  and  interest  payments  are 
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made.   A  part  of  the  excess  of  deposits  in  the  holding  account  above  the  bond 
requirements  is  used  for  operations.   This  is  illustrated  by  the  following  in- 
formation concerning  the  P.E.  Building  holding  account: 

Balance,  July  1,  1969  $210,867 

Receipts : 

Student  Building  Fees  $213,533 

Other  1,185  214,718 

Balance  and  Receipts  425,585 

Disbursements  and  Transfers: 

Bond  Redemption  &  Interest  79,635 

Other  Bond  Related  Expenses  1,793 

Transfer  to  P.E.  Building 

Operation  Accounts  44,000 

P.E.  Building  Addition 

Preplanning  Expenses  37,768 

Reimburse  Discretionary 
Account  for  Previous 
Advances : 

Intramural  Sports 

P.E.  Building  Activities 

Minor  Supplies 

Balance,  June  30,  1970 

As  shown  in  by  the  above  analysis,  P.E.  building  fees  were  used  in  the 
following  manner  during  1969-70: 

1.   To  totally  finance  the  bond  service  account  for  the 

required  debt  reserve  to  be  maintained  as  provided  for 
in  the  bond  indenture. 


$12,311 

24,975 

37,286 

113 

200,595 
$224,990 
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2.  To  partially  finance  Eastern's  intramural  sports 
activities  and  P.E.  building  operations  and 
maintenance . 

3.  Payment  of  P.E.  building  addition  preplanning  costs. 

The  P.E.  building  fee  was  increased  from  $5.00  to  $10.00  in  1958,  and 
subsequently  increased  to  the  current  amount  of  $20.00  in  1959  for  the  re- 
tirement of  revenue  bonds  used  for  construction  of  the  Physical  Education 
Building. 

The  P.E.  Building  bond  indenture  provides,  in  effect,  that  the  building 
fee  for  collections  in  excess  of  the  amount  needed  to  meet  redemption  and 
reserve  requirements  may  be  used  for  any  other  purpose  the  college  may 
lawfully  expend.   However,  in  our  opinion,  the  intent  of  Section  75-216(2), 
R.C.M.  1947,  should  be  adhered  to.   We  believe  that  intramural  athletic  costs 
and  building  operating  costs,  in  excess  of  building  use  generated  income, 
should  be  financed  from  support  operations  as  opposed  to  student  building  fees 

Because  of  the  apparent  difference  of  thought  as  to  how  excess  student 
building  fees  may  be  used,  we  believe  that  a  legal  clarification  should  be 
requested. 

RECOMMENDATION 

V/e  recommend  that  Eastern  seek  clarification  from  the  Attorney 

General  as   to  the  purposes  for  which  student  building  fees  can 

be  utilized. 

Non-Resident  Student  Building  Fees 

Eastern  charges  a  non-resident  student  a  building  fee  of  $22.50  per 
quarter  in  addition  to  the  regular  student  building  fees.   Prior  to  May  1968, 
the  non-resident  building  fees  were  being  deposited  in  the  Physical  Education 
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Building  holding  account,  the  same  as  regular  building  fees.   At  that  time, 
however,  approximately  one  year's  fees  were  transferred  to  a  separate  "agency 
account.   Future  collections  of  these  fees  have  also  been  credited  to  a 
separate  account.   These  fees  are  not  being  used  and  are  accumulating  in  the 
account,  the  balance  of  which  at  June  30,  1970,  amounted  to  $29,321. 

The  bond  indentures  at  Eastern  do  not  contain  reference  to  the  non- 
resident building  fee.   Accordingly,  the  ultimate  disposition  of  the  fees 
collected  is  uncertain.   For  comparative  purposes,  the  University  of  Montana 
at  Missoula  uses  the  fees  the  same  as  regular  student  building  fees  which 
primary  purpose  is  to  pay  principal  and  interest  on  bonds  issued  for  con- 
struction purposes.   At  Eastern,  though,  as  pointed  out  in  the  preceding 
section,  regular  student  building  fee  collections  run  substantially  more  than 
needed  to  pay  off  existing  bonds  on  the  present  redemption  schedule. 

Similar  to  our  recommendation  on  the  use  of  excess  regular  student  building 
fees,  we  believe  a  determination  should  be  made  as  to  the  proper  disposition 
of  the  non-resident  building  fees. 

RECOMMENDATION 

Vie  recommend  that  Eastern  seek  clarification  from  the  attorney 

general   as   to   the  proper  disposition  of  non-resident  student 

building  fees. 

General  Fund  Appropriation  Expenditures 

Section  82-109(6),  R.C.M.  1947,  provides  that  "It  shall  be  the  duty  of 
the  (state)  controller  to  apply  expenditures  against  cash  funds  whenever 
possible  before  using  the  general  fund  appropriations."   Expenditures  were 
made  at  Eastern  during  1969-70  from  general  fund  appropriations  during  a  time 
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when  cash  was  available  in  Eastern's  earmarked  and  private  revenue  accounts. 
For  example,  $308,953  was  collected  from  student  fees  for  the  1969  fall 
quarter  and  deposited  in  the  state  treasury  in  November  1969,  but  no  expendi- 
tures were  charged  against  this  account  until  March  1970.   It  is  appropriate 
to  also  note  that  the  period  of  time  involved  is  the  time  of  year  that  the 
General  Fund  is  most  in  need  of  cash. 

In  May  1970,  the  state  controller  issued  a  management  memorandum  remind- 
ing state  agencies  of  the  above  referenced  statute. 

We  believe  that  many  of  the  problems  described  above  and  in  other 
sections  of  this  report  could  be  alleviated  to  a  large  extent  by  the  estab- 
lishment of  a  general  use  account  for  Eastern  within  the  state  treasury,  in 
addition  to  the  specific  accounts  needed  for  moneys  designated  for  certain 
purposes.   This  account  would  be  an  account  in  which  all  moneys  available  for 
general  college  operations  would  be  deposited.   This  would  include  all  appro- 
priated support  moneys,  and  all  other  moneys  received  by  the  college  which  are 
available  for  general  operations.   Moneys  available  from  the  student  fee  account 
and  university  millage  account  in  the  Earmarked  Revenue  Fund  to  the  extent  of 
the  appropriations  and  Eastern's  land  grant  income  would  be  transferred  to  this 
account  by  the  state  controller  who  would  also  transfer  general  fund  appropriated 
moneys  to  the  account  as  necessary  to  meet  Eastern's  expenditures.   All  available 
moneys  would  be  transferred  into  the  account  and  all  general  support  college 
claims  and  disbursements  would  be  made  from  it. 

Utilization  of  this  account  would  simplify  the  accounting  procedures  at 
both  the  college  and  State  Department  of  Administration  levels,  and  provide 
a  more  effective  means  of  disclosure  and  control  over  the  college's  expendi- 
tures.  Discussion  with  appropriate  officials  tended  to  confirm  our  views  in 
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this  regard.   Representatives  of  the  state  controller's  office  advised  us 
that  they  could  foresee  no  practical  problems  with  such  a  method  of  payment, 
and  indicated  that  the  state  controller  presently  has  the  statutory  authority 
to  effect  such  a  change. 

RECOMMENDATION 

We  recommend  that  the  state  controller  establish  an  account  in  the 
appropriate  treasury  fund  to  receive,   hold,   and  disburse  all 
moneys  available  to  Eastern  for  general  support  operations,   in- 
cluding state  appropriations  and  moneys  from  all  other  sources, 
not  required  to  be  deposited  elsewhere  by  law. 

Use  of  Land  Grant  Income 

Eastern,  like  several  other  state  institutions,  had  land  grants  made  by 
the  federal  government  under  the  National  Recovery  Act  prior  to  the  adoption 
of  the  State  Constitution.  '  The  Constitution  provides  in  effect  that  if  the 
land  from  these  grants  is  sold,  the  proceeds  must  remain  in  trust  in  the 
state  treasury  and  that  revenues  produced  by  the  land  (e.g.,  rentals)  or  sale 
proceeds  (interest  earnings)  "shall  be  devoted  to  the  maintenance  and  perpetua- 
tion of  the  respective  institutions." 

Chapter  7,  Extraordinary  Session  Laws  of  1933-34,  authorized  the  Board 
of  Regents  to  pledge  one-half  of  such  income  to  be  used  for  the  erection  of 
buildings  at  Eastern.   This  is  being  done  at  Eastern  in  the  case  of  Apsaruke 
Hall.   Section  79-1403  provides  that  Eastern  must  use  the  remaining  one-half 
of  Eastern's  available  land  grant  income  moneys  for  maintenance  of  the 
college  prior  to  using  general  fund  appropriated  moneys;  however,  this  pro- 
vision is  not  being  adhered  to  by  the  college. 

At  June  30,  1970,  Eastern  held  $35,679  of  land  grant  income  represent- 
ing the  one-half  designated  for  maintenance  in  a  "local"  account.   In 
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addition,  $3,390  from  June  1970  income  was  available  for  use  in  the  college's 
land  grant  income  account  in  the  Federal  and  Private  Revenue  Fund.   Eastern's 
General  Fund  appropriation  at  June  30,  1970  reverted  only  $19.75.   This 
clearly  illustrates  that  the  above  referenced  statute  is  not  being  followed 
at  Eastern. 

The  land  grant  income  for  maintenance  has  been  used  for  such  activities 
as  temporarily  financing  campus  remodeling  and  construction,  and  transfer 
to  other  "local"  accounts  where  the  moneys  were  used  to  purchase  land  and 
buildings,  purchase  the  college  president's  new  residence,  and  then  more 
minor  expenses.   For  example,  $62,094  was  transferred  to  the  Discretionary 
Account  on  June  30,  1969.   An  analysis  of  the  use  of  this  money  during  1969-70 
is  included  in  a  subsequent  section  of  this  report. 

RECOMMENDATION 

We  recommend  that  Eastern: 

1.  Transfer  as  revenue  to  the  General  Fund  the   $39,069 
unused  June  30  3    1970  balance  of  land  grant  income 
available  for  maintenance. 

2.  Pay  future  college  maintenance  expenses  from  available 
land  grant  income  prior  to  charging  the  general  fund 
appropriation*   as  set  forth  in  Section  79-1403,  R.C.M. 
1947. 

Appropriation  for  Land  Purchase 

The  1967  Legislative  Assembly  appropriated  $200,000  for  land  acquisi- 
tion at  Eastern  from  the  long  range  building  program  account  in  the  Bond 
Proceeds  and  Insurance  Clearance  Fund.   On  October  13,  1967,  Eastern 
submitted  a  claim  for  payment  to  Eastern  against  the  referenced  appropriation 
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quoting  the  basis  for  payment  as  reimbursement  to  Eastern  for  a  purchase 
of  property  that  was  consummated  in  September  1967.   The  claim  was  processed, 
the  appropriation  charged  and  closed,  and  Eastern  received  the  $200,000 
payment . 

The  claim  was  misleading  in  that  only  about  $54,000  of  the  purchase 
price  had  been  paid  prior  to  submission  of  the  claim.   The  remainder  of 
the  purchase  price,  plus  interest,  was  paid  over  the  following  three  years 
at  approximately  $50,000  per  year.   The  ultimate  payment  for  the  property 
totaled  $202,049.   In  addition,  other  land  costing  $7,542  was  purchased, 
bringing  the  total  land  purchases  from  use  of  the  $200,000  appropriation  to 
$209,591. 

Eastern,  upon  receipt  of  the  full  amount  of  the  appropriation,  deposited 
the  amount  in  a  local  bank,  invested  part  of  the  balance,  and  earned  interest 
thereon  as  a  means  for  acquiring  the  amount  needed  beyond  the  $200,000 
appropriation.   We  believe  the  appropriate  method  to  handle  the  transaction 
would  have  been  for  Eastern  to  have  left  the  appropriated  money  in  the  state 
treasury  and  processed  claims  against  it  for  payments  as  they  became  due  and, 
if  necessary,  requested  a  supplemental  appropriation  to  cover  costs  in  excess 
of  the  previously  appropriated  amount.   This  procedure  would  have  avoided 
the  processing  of  a  misleading  claim,  left  the  money  in  the  state  treasury 
for  centralized  investment,  and  resulted  in  complete  disclosure  in  the 
state  records  as  to  actual  transactions  of  the  purchase. 

RECOMMENDATION 

We  recommend  that  Eastern  limit  claims  for  payment  from  the  state 
treasury  to  goods  and  services  received  and  payments  in  accord- 
ance with  contract  provisions. 
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Reimbursements  for  Administrative  Costs 

Eastern's  business  office  performs  a  centralized  service  for  the  various 
college  activities,  including  federal  programs  and  the  agency  and  auxiliary 
operations.   These  services  include,  but  are  not  limited  to,  providing  personnel 
to  perform  the  administrative  functions,  accounting  for  receipts  and  disburse- 
ments, preparation  of  periodic  reports  of  operations,  and  handling  of  purchase 
requirements. 

One  of  Eastern's  operations  that  has  been  centralized  in  the  business 
office  is  the  payment  of  expenses.   Utilities  and  payroll  expenses  are  originally 
paid  from  state  appropriated  moneys,  notwithstanding  the  department,  program, 
or  auxiliary  that  the  utilities  serve  or  to  which  the  employee  charges  his 
time.   Eastern  recovers  some  of  these  expenses  paid  from  state  appropriated 
moneys  for  services  or  operations  that  pertain  to  the  non-appropriated  expendi- 
tures of  a  federal  program,  auxiliary,  agency,  or  department  by  recharging  the 
expenditures  back  to  these  "local"  accounts.   We  observed  that  Eastern  has  not, 
in  all  cases,  recharged  administrative  costs  back  to  the  various  departments. 
The  following  includes  some  of  our  observations  in  this  area: 

1.   For  the  1969-70  fiscal  year,  $60,034  was  billed  to  the  housing 
operation  (dormitories)  for  utility  expenses  that  were  paid  out 
of  state  appropriations.   Only  $25,000  of  these  recharges  were 
paid  leaving  a  balance  of  $35,034  of  local  expenditures  being 
subsidized  from  state  appropriated  moneys.   The  same  situation, 
only  in  different  amounts,  existed  in  other  recent  years.   In 
effect,  this  means  that  the  housing  operations  can  build  up  their 
debt  service  reserve  or  pay  operating  expenses  with  this  additional 
money  provided  by  state  subsidies.   Bond  indentures  provide  that 
the  college  dormitories  are  to  be  self-supporting,  financed  by 
revenues  from  room  rentals  and  miscellaneous  operations.   Section 
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75-218,  R.C.M.  1947,  authorizes  the  Board  of  Regents  to  provide 
housing  and  other  revenue-producing  facilities  at  the  university 
units  by  the  sale  of  bonds  and  that  the  bond  redemption  and  other 
purchases  are  to  be  payable  solely  from  net  income  of  such  facili- 
ties, not  obligating  the  State  of  Montana.   Accordingly,  we  believe 
the  state  should  not  be  obligated  to  pay  the  expenses  of  these 
revenue-producing  facilities,  such  as  the  $35,034  utility  bill  excess 
for  1969-70. 

2.  The  total  utilities  bill  chargeable  to  the  auxiliaries  during  1969-70 
was  $84,203.   As  explained  in  paragraph  (1)  above,  all  of  the  utility 
expenses  were  not  paid  back  by  the  auxiliaries.   They  are  paid  monthly 
by  Eastern  from  state  appropriated  moneys.   For  1969-70,  the  utility 
expenses  were  not  recharged  to  Eastern  auxiliaries  until  June  1970. 
State  tax  moneys  and/or  student  fees  are,  in  effect,  being  loaned  to 
Eastern  auxiliaries  without  charge.   We  believe  repayments  should  be 
made  on  a  current  basis  instead  of  waiting  until  year  end. 

3.  Most  federal  grants  and  gifts  received  by  Eastern  include  provisions 
enabling  the  grantee  to  recover  administrative  costs  incurred  during 
the  course  of  the  sponsored  program.   We  observed  that  these  recovered 
indirect  costs  received  from  the  federal  government  were  credited  to 
"local"  accounts,  yet  the  administrative  costs  of  operating  the  programs 
were  charged  against  appropriated  moneys.   We  do  not  believe  that 
Eastern's  method  of  accounting  for  reimbursed  indirect  costs  of  federal 
grants  and  gifts  should  be  used  as  a  means  to  collect  and  accumulate 
"local"  moneys. 

4.  We  observed  that  during  1969-70,  Eastern  reimbursed  state  appropria- 
tions from  local  agency  accounts  for  personal  services  rendered  that 
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were  budgeted  and  appropriated  for  from  the  state  appropriations. 
This  reimbursement  to  the  appropriation  instead  of  deposit  as 
revenue  to  the  General  Fund  has  the  effect  of  supplementing  the 
state  appropriation  by  the  amount  of  the  reimbursement.   We 
believe  that  where  expenditures  are  made  from  budgeted  and  appro- 
priated revenues,  any  reimbursement  of  those  expenditures  should 
be  deposited  to  the  General  Fund  as  revenue,  not  to  the  appro- 
priation. 
5.   As  discussed  at  the  beginning  of  this  section,  the  business  office 
has  assumed  the  function  of  accounting  for  the  revenue  and  expendi- 
tures of  agencies,  auxiliaries,  and  academic  and  non-academic  depart- 
ments.  The  administrative  costs  for  performing  the  accounting  services 
for  the  agencies  and  auxiliaries  are  budgeted  expenditures  and  paid 
for  from  state  appropriation  but  are  not  recharged  back  to  these 
"local"  accounts.   Again  the  state  is  subsidizing  activities  that  are 
supposed  to  be  self-supporting.   As  discussed  in  another  section  of 
this  report,  Eastern  is  receiving  interest  earned  on  the  investment 
of  these  local  moneys,  and  contends  that  the  interest  received  is  in 
lieu  of  the  recharges  to  the  local  funds  for  reimbursement  of  adminis- 
trative costs.  • 
All  departments  receive  the  services  of  Eastern's  administration  and  this 
centralization  of  services  promotes  efficiency,  standardization,  and  economy. 
Accordingly,  in  our  opinion,  all  departments,  agencies,  and  auxiliaries  should 
share  the  administrative  costs  of  the  services  received.   This  can  only  be  done 
through  proper  allocation  of  administrative  costs,  based  on  an  acceptable  pro 
rata  method  of  cost  distribution. 


■50- 


RECOMMENDATION 

We  recommend  that  E as  term: 

1.  Recharge  all  utility  expenses   to  the  proper  accounts  on  a  . 
current  basis. 

2.  Collect  all  administrative  costs  and  allocate   them  on  a 
formulated  pro  rata  basis   to  all  departments,   auxiliaries, 
agencies,   etc.,    that  receive  the  administrative  services. 

3.  Deposit  administrative  cost  reimbursements  as  revenue  to 
the   General  Fund  to  the  extent  the  costs  were  included  in 
appropriated  moneys. 

AGENCY  FUND  SERIES  OF  ACCOUNTS 

The  college  has  large  sums  of  money  and  a  large  volume  of  financial 
activity  in  a  group  of  accounts  referred  to  as  "agency"  accounts.   Agency 
accounts  normally  represent  the  means  of  accounting  for  moneys  held  in  trust 
for  organizations  not  under  the  direct  control  of  the  governmental  agency 
accounting  for  the  trust  moneys.   Substantial  sums  of  money  other  than  those 
of  this  trust  nature  are  accounted  for  by  Eastern  in  the  agency  series  of 
accounts.   As  previously  pointed  out,  these  moneys  are  not  deposited  in  the 
state  treasury  but  are  retained  by  the  college  and  deposited  in  local  bank 
accounts.   As  a  result,  these  moneys  are  not  subjected  to  the  control  measures 
and  as  readily  available  for  information  purposes  as  are  other  state  moneys  in 
the  state  treasury.   We  believe  a  large  part  of  the  moneys  under  the  college's 
control  accounted  for  in  the  agency  series  of  accounts  should  be  accounted  for 
by  methods  other  than  those  in  current  use.   These  and  other  areas  of  concern 
noted  in  our  review  of  the  college's  agency  series  of  accounts  are  discussed 
below. 
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Agency  Account  Balances 

Many  accounts  recorded  in  the  agency  series  have  overdrawn  balances. 
This  results  because  the  moneys  of  the  various  accounts  are  pooled  for  bank 
deposit  and  investment  purposes  and  when  an  agency  account  balance  is  over- 
drawn, the  account  is  in  effect  borrowing  from  the  other  agency  accounts.   As 
of  June  30,  1970,  34  accounts  were  overdrawn  in  the  aggregate  of  $167,026,  as 
summarized  by  the  following  classifications: 

Student  Organizations  $     76 

Scholarships  853 

Gifts  and  Grants  19,070 

Enterprises  74,369 

Student  Activities  62,040 

Auxiliary  Services  10,618 

Total  $167,026 

The  largest  single  overdrawn  amount  was  an  account  in  the  enterprise  series 
where  $57,313  was  borrowed  for  renovation  work  in  Cisel  Hall.   This  account 
was  still  overdrawn  as  late  as  November  1970.   This  transaction  is  discussed  in 
more  detail  under  the  next  sub-heading  of  this  report.   Another  large  overdrawn 
account  was  in  the  student  activities  series  where  $50,091  was  borrowed  for  a 
land  purchase  because  a  depressed  bond  market  prevented  the  sale  of  long  range 
building  bonds  from  which  the  college  would  ordinarily  have  made  the  purchase. 
This  amount  also  remained  overdrawn  in  November  1970.   A  third  example  is  an 
account  in  the  gifts  and  grants  series  where  $8,513  was  borrowed  to  make  pay- 
ments to  college  personnel  attending  a  task  force  meeting  in  Glasgow.   This 
amount,  disbursed  in  April  1970,  was  subsequently  reimbursed  after  June  30, 
1970. 
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An  account  that  was  not  overdrawn  at  June  30,  1970,  but  that  was  at  other 
times  during  the  year  was  the  Discretionary  Account  in  the  enterprise  series. 
For  example,  this  account  had  a  negative  balance  on  March  31  and  April  30,  1970 
of  $7,300  and  May  31,  1970  of  $41,000. 

As  previously  pointed  out,  the  nature  of  agency  accounts  is  one  of  trust. 
Accordingly,  the  authority  for  the  college  to  utilize  agency  money  for  loans 
for  such  purposes  as  illustrated  is  questionable.   The  deposit  of  college  con- 
trolled moneys  in  the  appropriate  accounts  in  the  state  treasury  as  we  have 
recommended  will  substantially  reduce  the  possibility  for  inter-account 
borrowing  without  specific  approval. 

RECOMMENDATION 

We  recommend  that  Eastern  make  a  concentrated  effort  to  eliminate 
all  agency  series  accounts  with  negative  balances  and  refrain 
from  borrowing  from  agency  accounts  in  the  future  without 
specific  approval  of  the  organizations  to  whom  the  moneys  belong. 

Ciscel  Hall  Renovation 

Authority  to  make  repairs  and  renovations  to  revenue  producing  facilities 
such  as  Cisel  Hall  at  Eastern  is  provided  by  Section  75-216,  R.C.M.  1947.   The 
statute  provides  the  costs  shall  be  paid  from  the  resources  of  the  particular 
facility. 

During  our  audit,  we  noted  that  $57,313  was  expended  (loaned)  from 
Eastern's  local  agency  accounts  to  pay  the  costs  of  a  renovation  project  on 
Cisel  Hall,  a  college  dormitory.   The  project  was  completed  in  May  1970.   As 
of  November  1970,  the  loan  had  not  been  repaid,  nor  had  the  costs  been  recorded 
and/or  capitalized  in  the  accounts  the  college  maintains  for  the  dormitory. 
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An  analysis  of  this  facility's  operations  for  the  fiscal  year  ended 
June  30,  1970,  is  as  follows: 

Cisel  Hall 

Operations  Account 

1969-70 

Balance,  July  1,  1969  $  1,427 

Add:   Net  Revenues  14,559 

Available  15,986 

Less:   Debt  Retirement  Transfer  (required)  (18,431) 

Balance,  June  30,  1970,  (deficit)  as  recorded  (2,445) 
Add:   Renovation  costs  borrowed  from  agency 

accounts,  not  repaid  or  recorded  as  a 

liability  57,313 

Balance,  June  30,  1970,  (deficit)  as  corrected  $(59,758) 

There  are  several  questions  that  arise  concerning  the  source  of  moneys  to 
repay  the  $57,313  loan.   As  shown  by  the  above  analysis,  earnings  for  1969-70 
were  not  sufficient  to  meet  the  bond  retirement  obligations.   Revenues  generated 
were  not  sufficient  to  offset  the  June  30,  1970  cash  overdraft  of  $2,445  until 
September  1970. 

The  extent  of  reserves  to  insure  meeting  the  bond  redemption  schedule  for 
Cisel  Hall  is  $20,000  that  is  currently  invested.   This  reserve  is  required  to 
be  maintained  at  the  $20,000  level  by  the  bond  indenture.   The  bonds  on  Cisel 
Hall  are  not  scheduled  to  be  fully  redeemed  until  1975.   Accordingly,  unless 
Cisel  Hall  revenues  increase  considerably  in  the  near  future,  the  $57,313  loan 
may  remain  outstanding  for  some  time. 
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RECOMMENDATION 

We  recommend  that  Eastern  record  as  a  liability  in  its  accounts  for 
Cisel  Hall  the   $57,313  loan  from  agency  accounts  and  consult  with 
the  state  controller  as  to  the  method  that  should  be  followed  to 
repay  this  loan. 

Control  of  Travel  Advances 

Eastern  utilizes  "agency"  moneys  to  make  travel  advances  to  its  employees. 
This  is  another  example  of  a  questionable  use  of  these  moneys.   As  pointed  out 
earlier  in  this  report,  the  college  has  a  contingent  revolving  cash  advance  of 
$25,000  that  is  being  only  partially  utilized.   One  of  the  statutory  purposes 
for  these  revolving  advances  is  to  make  travel  advances  to  employees  required 
to  travel  on  state  business.   The  revolving  account  should  be  used  for  this  pur- 
pose as  opposed  to  borrowing  from  agency  moneys. 

Eastern's  control  over  travel  advances  needs  to  be  improved.  We  observed 
that  the  college  has  no  established  procedures  for  following  up  on  advances 
which  are  outstanding.   The  accepted  procedure  for  travel  is  for  an  advance  to 
be  made  to  cover  the  estimated  cost  of  an  employee's  travel.   The  employee  is 
then  accountable  for  the  advance  and  must  submit  a  documented  travel  voucher 
in  support  of  his  expenses.   If  his  expenses  are  more  than  the  advance,  he  will 
be  reimbursed  for  the  excess.   If  the  expenses  are  less  than  his  advance,  the 
employee  should  be  required  to  make  reimbursement  on  a  timely  basis  to  the 
agency's  revolving  account. 

As  of  June  30,  1970,  Eastern  had  $1,875  in  outstanding  travel  advances. 
Several  of  the  advances  had  been  outstanding  for  several  months;  however, 
Eastern  advised  us  in  December  1970,  that  they  are  now  current  in  the  collection 
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of  these  outstanding  advances.   As  a  result  of  the  lack  of  control  exercised 
over  travel  advances,  it  is  possible  that  employees  might  leave  the  college's 
service  without  repaying  their  outstanding  advances.   This  has  occurred  at 
Eastern  but  the  college  has  been  fortunate  to  make  subsequent  recoveries.   A 
simple  method  to  avoid  such  potential  losses  is  to  make  the  checking  of  out- 
standing advances  a  standard  procedure  before  delivering  terminating  employees 
their  final  salary  payment . 

RECOMMENDATION 

We  recommend  that  Eastern: 

1.  Utilize  its  contingent  revolving  account  for  travel 
advances  instead  of  borrowing  from  agency  moneys  for 
this  purpose. 

2.  Require  timely  reimbursement  of  travel  advance  payments 
in  excess  of  expenses  incurred. 

S.     Follow  a  standard  procedure  of  checking  outstanding 

advance  records  for  terminating  employees  and  requiring 
reimbursement  prior  to  delivering  final  salary  payments. 

Discretionary  Account 

Included  in  what  Eastern  classifies  as  its  agency  series  of  accounts  is  an 
account  known  as  the  Discretionary  Account.   This  account  has  a  variety  of 
activity  as  can  be  seen  by  the  following  analysis  of  the  account  transactions 
for  the  two  years  ended  June  30,  1970. 
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AGENCY  ACCOUNTS 
DISCRETIONARY  ACCOUNT 

Balance,  July  1,  1968  $  42,028 

Additions: 

Transfer  from  Other  Agency  Accounts: 
Parking  Lot  Construction  and  Operation 

(loan  repayment)  $  15,000 

Land  Acquisition  (loan  repayment)  1,000 

Land  Grant  Income  62,094         78,094 

Counseling  Fees  -  Veterans'  Administration  623 

Total  Balance  and  Additions  120,745 

Deductions: 

Transfer  to  Other  Agency  Accounts: 

Petro-Rimrock  Hall  Remodeling  25,000 

Property  Purchase  (Normal  Avenue)  29,000 

Purchase  of  President's  New  Residence  40,652         94,652 

Transfer  to  Physical  Education  Building 

Account  15,000 

Other  10 

Balance,  June  30,  1969  11,083 

Additions: 

Transfer  from  Other  Agency  Accounts: 
Physical  Education  Building 

Escrow  Balance 
Interest  Earnings  Account 
Physical  Education  Building  Activities 

(loan  repayment) 
Intramural  Athletics  Program 

(loan  repayment) 

Proceeds  from  Sale  of  President's 
Previous  Residence 

Other  Additions: 
Insurance  Proceeds 

Counseling  Fees  -  Veterans'  Administration 
Miscellaneous 

Total  Balance  and  Additions  124,076 


1,292 

41,198 

24,323 

12,311 
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1,720 
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13 
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Deductions : 

Transfer  to  Other  Agency  Accounts: 

Check  Clearing  $     63 

Payroll  Clearing  100 
Physical  Education  Building  Activities 

(loan)  24,323 

Intramural  Athletics  Program  (loan)  12,311        $  36,797 

Advances  to  State  Bond  Proceeds  and 
Insurance  Clearance  Fund : 

Education  Building  -  Preplanning  41,835 

Water  Main  Relocation  5,250 

Other  Purchases: 

Equipment  Purchase  833 

Plans  for  President's  Residence  790 

Miscellaneous  217  1,840 

Balance,  June  30,  1970  $  38,354 

As  shown  by  the  analysis,  the  primary  resources  of  the  account  during  the 
two  years  was  a  relatively  large  beginning  balance,  transfers  from  capital  con- 
struction accounts,  land  grant  income,  interest  earnings  on  invested  "agency" 
moneys,  and  proceeds  from  a  property  sale.   Available  moneys  in  the  account 
were  used  primarily  for  transfer  to  property  acquisition  and  remodeling  accounts, 
to  make  temporary  loans  to  the  athletic  program,  and  to  loan  moneys  to  the 
state's  long  range  building  program  for  preplanning  projects.   There  are  several 
questions  that  arise  concerning  the  use  of  moneys  in  this  account. 

1.   Transferred  into  the  account  in  1968-69  was  $62,000  constituting 
the  college's  share  (one-half)  of  land  grant  income  that  was 
available  for  operating  expenses.   This  money  was  used  for  property 
acquisitions  and  remodeling  projects.   As  discussed  in  an  earlier 
section  of  this  report,  this  income  is  required  by  statute  to  be 
used  for  payment  of  operating  expenses  in  lieu  of  using  general 
fund  appropriated  moneys. 
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2.   Transferred  into  the  account  in  1969-70  was  $41,198  from  accumulated 
interest  earned.   The  following  summary  shows  an  analysis  of  the 
transactions  relating  to  the  interest  earned  on  "agency  moneys" 
during  1969-70: 

AGENCY  ACCOUNTS 
INTEREST  EARNINGS  ACCOUNT 

Balance,  July  1,  1969  $29,767 

Additions : 

Interest  earned  on  agency  investments  33 ,196 

Total  Balance  and  Additions  62,963 

Deductions : 

Transfer  to  Other  Agency  Series  Accounts: 

Biological  Field  Station  -  For  building  construction  $  3,050 
Alumni  Account  -  Contributions  300 

Discretionary  Account  -  Cover  negative  balance  of 

account  41,198 

Land  Acquisition  Account  -  Cover  negative  balance 

of  account  880 

Other  61     45,489 

Expenditure  for  Printing  "Local  Fund"  Checks  497 

Balance,  June  30,  1970  $16,977 

As  discussed  elsewhere  in  this  report,  the  agency  organizations  with 
moneys  on  deposit  with  the  college  are  not  paying  for  the  administra- 
tive services  being  provided  them.   Since  these  administrative 
services  are  financed  primarily  from  the  State  General  Fund  and  other 
appropriated  moneys,  we  believe  interest  earned  on  these  moneys  should 
be  deposited  as  revenue  to  the  General  Fund.   Again,  as  discussed  else- 
where in  this  report,  Eastern  has  delayed  depositing  the  student  fees 
received  with  the  state  treasury.   These  fees  were  invested  and  the 
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interest  earned  thereon  was  credited  to  the  Agency  Interest  Earnings 
Account  and  transferred  to  the  Discretionary  Account  along  with 
interest  earned  on  other  investments.   We  believe  that  interest  earned 
on  invested  appropriated  moneys  should  be  credited  to  the  General 
Fund  as  revenue,  not  to  a  local  agency  account  where  it  is  used  at 
the  discretion  of  the  college.   Upon  deposit  of  these  moneys  in  the 
state  treasury  as  we  have  recommended,  the  interest  earnings  will 
automatically  be  credited  to  the  proper  fund. 

3.  Because  of  a  depressed  bond  market,  bond  sales  authorized  to  finance 
various  state  construction  projects,  including  Eastern's,  could  not  be 
consummated  on  a  timely  basis  during  the  1969-71  biennium.   In  accord- 
ance with  Board  of  Regents  authorization  in  September  1969,  and  con- 
currence by  the  State  Controller  in  October  1969,  Eastern  may  loan 
available  building  fee  moneys  to  the  long  range  building  program  to  pay 
preplanning  fees  necessary  for  those  buildings  appropriated  for  from 
the  1969  long  range  building  program  account.  As  shown  above,  Eastern 
advanced  $41,385  for  this  purpose  from  the  Discretionary  Account.   Based 
upon  the  source  of  moneys  credited  to  the  account,  the  advance  was  not 
made,  in  our  opinion,  from  "available  building  fee  moneys." 

4.  As  shown  by  the  above  analysis,  $1,292  representing  the  Physical 
Education  Building  Refunding  Bond  escrow  account  balance  was  credited 
to  the  Discretionary  Account.   This  credit  was  made  although  the 
expenses  properly  chargeable  to  the  refunding  issue  proceeds  were 
charged  to  the  P.E.  Building  holding  account  rather  than  from  the 
escrow  balance.   Accordingly,  the  holding  account  should  be  reimbursed 
for  this  amount  from  the  Discretionary  Account. 
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In  summary,  we  do  not  believe  the  manner  in  which  the  Discretionary 
Account  was  used,  as  described  above,  is  consistent  with  the  authority  granted 
by  and  the  intent  of  the  Legislative  Assembly,  nor  do  we  believe  that  Eastern 
accurately  reflects  its  sources  of  revenues  or  budget  needs  to  the  legislature 
when  the  revenue  sources  discussed  in  this  section  are  not  disclosed.   We  do 
believe,  however,  that  by  depositing  all  college  controlled  moneys  in  the 
appropriate  accounts  in  the  state  treasury,  as  we  have  recommended,  some  basic 
controls  will  be  established  to  help  avoid  the  above  discussed  problem  areas 
in  the  future. 

RECOMMENDATION 

We  recommend  that  Eastern  abolish  its  Discretionary  Account,   reimburse 
the  P.E.   Building  holding  account  for  the  $1,292  due,   deposit  the 
remaining  account  balance  as  revenue  to  the  General  Fund,   and  make 
future  expenditures  from  the  appropriate  account  in  the  state  treasury. 

CONCLUSION 

Many  of  the  recommendations  contained  in  this  report  relate  to  policies 
and  procedures  that  have  been  in  existence  at  Eastern  for  many  years,  and,  in 
many  instances,  at  the  other  Montana  university  units  as  well.   To  a  large  degree, 
the  university  units  and  other  state  agencies  have  been  without  state  control 
agency  fiscal  guidance  for  years  in  the  area  of  financial  administration  in 
relation  to  state  laws  and  administrative  policies.   Each  agency  has  been  re- 
quired to  make  many  decisions  where  standardized  statewide  policies  and  pro- 
cedures were  needed.   This  lack  of  established  policies  and  procedures  has 
become  especially  important  in  recent  years  with  the  increase  in  government 
provided  services  and  increased  cost,  particularly  in  the  area  of  education. 
Based  upon  previous  recommendations  of  the  Office  of  the  Legislative  Auditor, 
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the  state  controller  is  now  in  the  process  of  developing  standardized  state- 
wide policies  and  procedures  for  the  accountability  of  moneys  under  the 
control  of  state  agencies  and  other  administrative  matters.   We  believe 
the  results  of  this  effort  will  be  a  significant  aid  to  Eastern  in  the 
implementation  of  our  recommendations. 

The  comments  and  recommendations  contained  in  this  report  have  been 
discussed  with  the  president  of  Eastern  Montana  College  and  his  chief 
administrative  officials.   We  wish  to  thank  the  president  and  his  staff 
for  the  cooperation  and  assistance  extended  to  us  during  the  course  of 
our  audit. 

Respectfully  submitted, 


fr}t~^<?r.  th*^*^ 


Morris  L.  Brusett 
Legislative  Auditor 


December  21,  1970 
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